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THE AGRICULTURAL DEPRESSION 


SUMMARY 


Wholesale prices not a measure of farm conditions, 184. — Index 
numbers of prices paid to farmers, 186.— Course of prices paid to 
farmers during the agricultural panic, 190. — Prices in different regions, 
191. -\ Variation in effects on farmers of different ages, 192.— Purchas- 
ing power of farm products, 197. — Effect of a declining price level on 
agricultural prosperity, 198. — Other index numbers concerning the ag- 
ricultural depression, 204.— Wages of farm and city labor, 207.— How 
declining prices are met in agriculture and industry, 209. — Relation 
of cheap food to the building boom, 211. — How long will agricultural 
depression continue? 213. 


AuTHo we have had the most serious agricultural 
panic ever experienced in the United States, and are still 
in a period of severe depression, the situation is so little 
understood that there is some doubt whether a real de- 
pression exists. If one goes to enough farms in different 
parts of the country and learns of the private settle- 
ments with creditors by means of which great numbers 
of young men have lost their entire savings; learns also 
of the greater number whose debts are larger than their 
resources, but who are struggling along hoping for a way 
out —one will have no doubt concerning the grim 
reality of the situation. Since most persons must form 
their conclusions from the readily available statistics, 
and since it requires many years for the statistics to be 


collected and fully analyzed, it is not surprising that a 
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long time is necessary before agreement is reached con- 
cerning the facts. 


The most readily available data concerning the situa- 
tion are the prices of farm products. Wholesale prices in 
cities for many years are available. These data are help- 
ful; but must be used with great care, because the course 
of farm prices is very different from the course of city 
prices. For example, the average June price of No. 2 
mixed corn in New York City for the five-year period 
1910-14, was 71.8 cents. In 1921 it was 88 cents, or 23 
per cent above the pre-war average. On Iowa farms the 
five-year average for June before the war was 55.4 cents, 
but in 1921 it was only 44 cents, or 21 per cent below the 
five-year average. To use the New York City price as a 
measure of farm conditions would be wholly misleading. 
In June 1921 the wholesale price of wheat in New York 
City was 74 per cent above the pre-war average, but the 
price on American farms averaged only 40 per cent 
above the pre-war price. Cotton in New York City was 
then 5 per cent below the pre-war average, but on Amer- 
ican farms it averaged 23 per cent below.’ 

The wholesale prices of farm products as published by 
the Bureau of Labor Statistics are frequently used to 
show the situation on farms. These figures show whole- 
sale prices in cities. To use them as a measure of farm 
conditions is to misuse them. Wholesale prices are the 
sum of farm prices plus freight, plus wages for handling, 
plus many other charges. When the sum of these is 
large or small, it is entirely unsafe to assume that the 
result is wholly due to any one of the factors. 

An example is given in Table III. For the year 1917, 
when prices were rising faster than wages or freight 
rates, the prices paid to farmers for food products were 


1, G. F. Warren, Prices of Farm Products in the United States, U.S. D. A. Bull. 999 
(August 1921), p. 18. 
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80 per cent above pre-war, but wholesale prices were 
only 65 per cent above and retail only 51 per cent above 
the pre-war average. But for October 1923, when whole- 
sale and retail prices had fallen more than freight and 
handling charges, the prices paid to farmers for food 
were 23 per cent above pre-war, while wholesale prices 
of food in cities were 47 per cent and retail 55 per cent 
above pre-war. Prices of perishable foods afford even 
more striking examples. For many of these the farm 
price is less than half of the city wholesale price. A drop 
of a little over 50 per cent in the city wholesale prices 
makes a drop of 100 per cent in the farm price, and 
the produce rots because the farmer cannot sell it for 
more than enough to pay the freight and city-handling 
charges. 

The average price paid to farmers for foods remained 
practically stationary for the 33 months ending with 
December 1923. At that time there was no indication of 
an improvement in the near future. Apparently, so long 
as wages and freight rates remain at the levels of 1923, 
the price paid to farmers for food must remain about one 
fourth above the pre-war level — unless retail prices are 
over a half above pre-war. Prices paid to farmers for 
the 33 months ending with December 1923 averaged 
122, and the retail prices averaged 150, when the five- 
year pre-war average is in each case 100. 

Theoretically, this relationship may be expressed as 
follows. If half of the retail price goes to farmers, and 
half goes for freights and handling charges, — largely 
city wages, — the farm price may be expressed by 50 
and the freights and handling charges also by 50 when 
the retail price is called 100. If handling charges double, 
a retail price of 150 leaves the farm price unchanged. 
But handling charges do respond to some extent to 
prices paid the farmer, so that, with the retail price in- 
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creased to 150, farm prices might readily be 60, or 20 
percent above pre-war— which is about the present 
situation. When wages are law relative to prices, the 
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prices paid to producers are high relative to retail prices. 
When wages are high relative to prices, the prices at 
retail are not so low as prices to producers. In each case 
wholesale prices occupy an intermediate position. 


InpDEX NuMBERS OF Prices Parp TO FARMERS 


Prices paid to farmers for the important crops on 
December 1 are available since 1867. Monthly prices 
for both crops and livestock are available since 1910. 
Since there are periods of high and of low prices for 
every commodity, a one-year base is unsafe when com- 
parisons of individual products are to be made. 
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The writer has prepared an index number of prices 
paid to farmers, with ‘a’ base period of August 1909 to 
July 1914, and weighted by applying a percentage scale 
representing the sales ot 1909.2 He has also prepared an 
index with a base period of 1910-14, weighted according 
to sales in 1919.* Other calculations, not published, have 
also been made, using 1910-13 as a base and with vari- 
ous bases unweighted. In Tables I and II indexes are 
given with 1910-14 as a base, except for cotton, for 
which the base is August 1909 to July 1914. This is 
an aggregative average based on sales for 1919. The 
index numbers calculated by the various methods are 
practically identical. 

If prices were available for all products in 1909, the 
writer would prefer a base period of 1909-13; but since 
they are not available, and since a five-year base is pref- 
erable to one of four years, the base period selected is 
1910-14, except for cotton. Cotton dropped in price so 
much after the outbreak of the war that prices after 
July 1914 were abnormal; therefore the period of Au- 
gust 1909 to July 1914 is used as a base. 

A few farm products have such long cycles of high and 
low prices that index numbers calculated with a five- 
year base must be used with caution. For example, the 
horse-price cycle was high during the base period.‘ 

Since there is a strong seasonal variation in prices for 
farm products, the corresponding months of the five- 
year period, rather than the yearly average, are always 
used as a base.® 

2. G. F. Warren, Prices of Farm Products in the United States, U. 8S, D. A. Bull. 999 
(1921), p. 46. 

3. Id., Prices of Farm Products in New York, Cornell Univ. Agr. Exp. Sta. Bull. 
416 (January 1923), p. 52. 

4. Id., Prices of Farm Products in the United States, U.S. D. A. Bull. 999 (August 
1921), p. 10. 


5. Id., Prices of Farm Products in New York, Cornell Univ. Agr. Exp. Sta, Bull. 416 
(January 1923), p. 18. 
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Taste I. InpEx NumsBers oF Prices Pai To FARMERS 
For Foop * 


Corresponding Months of 1910-14 = 100 


Year Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec. Aver- 
age 


1910 105 105 107 107 105 103 101 100 101 101 99 98 103 
1911 99 94 90 88 88 88 90 94 93 92 94 94 92 
1912 95 98 98 101 106 105 103 100 98 82 98 97 98 
1913 95 97 99 100 99 101 102 101 101 104 105 106 101 
1914 106 106 105 103 103 103 104 105 108 106 105 105 105 
1915 106 110 109 107 112 110 105 104 100 102 102 101 106 
1916 105 110 111 112 115 116 116 118 125 127 138 143 120 
1917 142 152 165 173 198 199 190 189 187 189 189 189 180 
1918 188 191 194 193 196 193 196 202 203 204 204 205 197 
1919 206 201 198 209 221 220 223 225 207 200 205 206 210 
1920 215 216 213 218 229 232 230 215 202 195 181 160 209 
1921 152 145 140 128 122 118 119 127 122 123 122 120 128 
1922 119 119 128 125 129 129 126 120 113 117 120 124 122 
1923 126 123 123 122 124 121 120 118 122 123 122 123 122 
* Calculated from prices published by the U. 8. Dept. of Agriculture. An aggregative 
average based on the following quantities, all expressed in millions: corn, 150 bushels; 
oats, 70 bushels; wheat, 700 bushels; barley, 30 bushels; rye, 60 bushels; buckwheat, 
11 bushels; beans, 9 bushels; cabbage, 6.4 hundredweight; onions, 10 bushels; pota- 
toes, 170 bushels; sweet potatoes, 60 bushels; p ts, 40 pounds; apples, 99 bushels; 
hick: 1000 pounds; eggs, 1000 dozen; butter, 2300 pounds (this amount represents 
all dairy products); beef cattle, 117 hundredweight; veal calves, 10 hundredweight; 
sheep, 10 hundredweight; lambs, 4 hundredweight; hogs, 99 hundredweight. These 
quantities were arrived at by study of the Censuses of Agriculture and Manufactures 
for 1919 and the Yearbooks of the Department of Agriculture. They approximately 
represent 1919, but vary from it if the yield of that year was abnormal. The prices 
used are those published by the Department of Agriculture. 








Table III gives index numbers of prices paid to farm- 
ers and of prices in cities. The index number of prices 
paid to farmers for food is an aggregative average that 
approximately represents the total sales of the impor- 
tant food products in 1919. The weights, however, are 
modified in cases where the quantity then produced was 
clearly abnormal. In October 1923 this quantity of 
food products, representative of the sales from American 
farms, would have brought at farm prices 23 per cent 
more than the same quantity of produce would have 
sold for at the five-year average price for October 
1910-14. 
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Taste II. InpEx Numpers or Prices Pai To FARMERS 
ror ALL Farm Propucts * 


Corresponding Months of 1910-14 = 100 
Aver- 


Year Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec. age 
1910 107 107 108 108 105 104 102 102 103 102 102 100 104 
1911 101 97 94 92 92 92 95 97 94 92 92 93 94 
1912 93 96 97 100 105 104 102 101 97 98 97 97 99 
1913 95 96 97 97 97 98 99 98 100 104 105 105. 99 
1914 104 104 104 102 102 102 103 103 101 98 96 96 101 
1915 98 103 102 101 105 103 99 99 96 101 102 101 101 
1916 104 109 108 110 112 113 114 115 124 128 140 146 119 
1917 142 150 158 168 189 192 191 193 189 192 196 196 180 
1918 198 202 205 206 203 198 202 205 213 214 211 209 206 
1919 211 202 197 207 218 221 225 231 215 210 219 220 215 
1920 227 228 226 231 240 241 239 224 205 192 172 147 214 
1921 138 132 126 116 110 108 108 115 115 124 121 118 119 
1922 117 116 124 123 126 129 129 125 119 122 129 134 124 
1923 137 136 138 139 138 134 134 129 133 138 141 143 137 
* An aggregative average based on the weights given in footnote to Table I, except 
for the following: corn, 461 bushels; oats, 277 bushels; barley, 45 bushels; flaxseed, 
8 bushels; broom-corn, 0.04 tons; cotton, 5688 pounds; cottonseed, 5.328 tons; hay, 
13.137 tons; wool, 236 pounds; horses 0.521 head. 


Tasie III. InpEx Numpers or City Prices AND oF Prices Paw 
To Propucers ror Farm Propvucts IN THE UNiTEep STaTEs 


1910-14 = 100 
‘ Prices 
Prices Prices paid to Wholesale 
id to Wholesale Retail paidto farmers pricesof Wholesale 
prices prices farmers for farm farm prices 
for food of food _ of food for products products commod- 
(Table I) in cities * in cities * cotton t (Table II) in cities * ities * 


1910 103 100 96 114 104 103 103 


1911 92 96 95 102 94 93 95 
1912 98 103 101 85 99 101 101 
1913 101 99 103 97 99 100 102 
1914 105 101 105 85 101 103 100 
1915 106 104 104 72 101 104 103 


1916 120 120 118 109 119 123 130 
1917 180 165 151 173 180 190 181 
1918 197 186 173 238 206 218 198 
1919 210 205 192 239 215 231- 210 
1920 209 218 209 259 214 218 231s 
1921 128 143 158 100 119 124 150 
1922 122 137 146 152 124 133 152 
1923 122 143 151 215 137 142 157 


* As published by the United States Bureau of Labor Statistics. These prices are 
given on a 1913 base. They are here converted to a five-year base. 
+ Calculated from prices published by the United States Department of Agriculture. 
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The figures of retail prices of food are not for the iden- 
tical products included in prices paid to farmers, but, 
with the exception of sugar and coffee, are closely 
similar. Since studies of the major products, as closely 
identical as possible, have given the same comparative 
results,® it is safe to compare these index numbers di- 
rectly. Food sold at retail in October 1923 at 55 per 
cent more than the same quantity of food would have 
brought at prices for the five years 1910-14. 

Prices of all farm products include the food products 
and cotton, wool, flaxseed, broom-corn, cottonseed, hay, 
and horses, as well as corn, oats, and barley sold but not 
used for human food. 

During the period of unemployment in 1921, prices of 
clothing materials were so low that the prices paid to 
farmers for ‘‘all commodities” were relatively lower 
than prices paid to farmers for food. With the full em- 
ployment and high wages of 1923, prices of cotton and 
wool rose so high that the prices of all farm products 
were higher than prices of food. 

In June 1920 the index of prices paid to farmers for 
farm products stood at 241. The number of points that 
the index declined in each month of the ensuing panic 
was as follows: 


I inv wave spies sac 2 1921 January .......... 9 
ree 15 February ......... 6 
September........... 19 eee 6 
rrr 13 ees 10 
November .......... 20 Bc icsand Sid rreleléiees 6 
DOCOMF .........5- 25 ED 2 cone urna 2 


This drop in prices was much greater than the drop 
that occurred after the War of 1812 or after the Civil 
War. The decline in five months, August to December 
inclusive, was from 239 to 147. In a year prices declined 
from 241 to 108. 


6. G. F. Warren and F. A. Pearson, Farm Economics, No. 4 (June 27, 1923), p. 4b. 
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Basic commodities fluctuate more violently than do 
prices of commodities that have passed further through 
the processes of manufacture and trade. Farm prices 
fluctuate more than wholesale prices, and wholesale 
prices fluctuate more than retail prices. For identical 
commodities in the hands of farmers, products that are 
located far from market fluctuate in price more than 
products near market. In general, the greater the dis- 
tance the commodity is from the consumer, when dis- 
tance is measured in economic terms, the greater the 
price fluctuations. 

One would, therefore, expect that the most violent 
price fluctuations would occur for products in the hands 
of producers in regions far from market. This is what 
has occurred. Horses on Montana farms in June 1921 
were worth 43 per cent of the five-year pre-war average, 
but horses on New York farms were worth 82 per cent 
of the pre-war price. The average farm price for corn, 
oats, wheat and hay on December 1, 1920—22, for the 
states of Maine, Vermont, and New Hampshire was 40 
per cent above the 1910-14 average; but for the same 
products on farms in Illinois, Iowa, and Nebraska, the 
average was only 7 per cent above the pre-war average. 
In December 1921 the weighted average price of farm 
products for Iowa was 89, for New York 145, and for 
Georgia 131. It is evident that farm prices for the 
United States must not be assumed to apply to the dif- 
ferent states. These data also show one of the reasons 
why the agricultural depression is so severe in the states 
that are far from market. 

There is another reason, involving the same general 
principle, for the extreme severity of the depression in 
these states. When prices were rapidly rising and when 
freight rates and handling charges lagged, prices in the 
distant states rose much more than did prices in the 
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states nearer market. This gave a great stimulus to the 
development of marginal lands. After freight rates and 
handling charges were greatly increased and consumers’ 
prices fell, the very regions that had received the great- 
est stimulus were most severely depressed. 

Since no state produces all kinds of products, an aver- 
age of prices for the United States may, of course, be 
very different from the average for any state or for any 
given farmer. In October 1923 hogs were 2 per cent 
below the pre-war average, beef cattle were only 3 per 
cent above the five-year pre-war average for October, 
and wheat only 7 per cent above. The status of farmers 
who depended largely on any combination of these prod- 
ucts would be very different from the status of farmers 
who sold cotton at 125 per cent above the pre-war aver- 
age, wool at 116 per cent, butter at 61 per cent, or eggs 
at 45 per cent above the pre-war average.’ 

The yield per acre must also be considered. A farmer 
or a region may have a large crop or a small crop when 
the prices are high. The purchasing power per acre 
planted and per acre harvested is also important.* In 
November 1923, cotton was 138 per cent above the pre- 
war price; but per acre the value of the crop was only 
81 per cent above pre-war, and the purchasing power 
per acre 16 per cent above pre-war. In some regions, the 
crop was good and the returns were very high. In some 
regions the yield was so poor that the high price had 
little meaning. 


VARIATION IN EFFECTS ON FARMERS OF 
DIFFERENT AGES 


Farming is not incorporated. It is a personal business. 
A man entersit at a certain time because he was born at a 
7. G. F. Warren, Farm Economics, No. 9 (November 1923), p. 76. 


8. G. F. Warren, Prices of Farm Products in the United States, U.S. D. A. Bull. 999 
(August 26, 1921), p. 20. 
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certain time. If he happens to enter just before a great 
decline in prices occurs, he is likely to lose all his savings 
unless he is one of the very few who enter without heavy 
debts. If a farmer happens to sell his farm in a period of 
high prices, he is likely to move to town and take his 
money with him so that it is removed from agriculture. 
If he dies in a period of high prices, one of his sons may 
take the farm and buy out the other heirs. With falling 
prices his inheritance is likely to be lost entirely. 

The usual procedure for white farmers in the United 
States is illustrated by the following data. The writer 
found that in Jefferson County, New York, of 250 ten- 
ants, all but 11 had worked for wages before becoming 
tenants. Of 418 owners, all but 18 had either worked for 
wages, or as tenants, or both, before becoming owners. 
The most numerous group included 206 who had worked 
both for wages and as tenants before becoming farm 
owners. The farmers in this group became tenants at an 
average age of 28, and owners at an average age of 38 
years. For all groups the average age at becoming an 
owner was 35 years. Usually men go in debt at the time 
of becoming tenants, and usually they go in debt 
heavily at the time of becoming owners. 

In the Kentucky blue-grass region 20 per cent of the 
farms changed hands in 1920. The prices paid averaged 
69 per cent above the 1917 value. Over half of the pur- 
chases were made with a cash payment of one third of 
the purchase price or less, and 71 per cent were with pay- 
ments of half or less. Of the buyers 21 per cent were 
owners for the first time. Their average age was 39 
years. Manifestly those who had never before owned 
a farm did not have time to pay for it by farming be- 
fore the panic came. Of all the buyers, 52 per cent had 
previously been tenants.°® 


9. G. W. Forster, Land Prices and Land Speculation in the Blue-Grass Region of 
Kentucky, Kentucky Research Bull. 240 (January 1922). 
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When prices are high, an unusually large number of 
hired men become tenants and an unusual number of 
tenants buy farms. This is due in part to greater savings 
and in part to the expectation of continued high profits. 
A larger percentage of the better than of the poorer 
farms is sold, and the buyers are the better tenants. 

Records for many farms in Iowa indicate that 9 per 
cent of the farms were sold in 1919, and that the average 


price was 28 per cent above the level of a year before. } 
The larger part of the gains made by such sales was re- © 
ceived by urban dwellers. Two thirds of the purchases § 


were made by farmers who expected to farm the land 


themselves. In two thirds of the cases less than half of * 


the purchase price was paid in cash.’ 
In 1920 only 10 per cent of the farm operators. in the 
United States who were under 25 years of age, 17 per 


cent of those from 25 to 34 years of age, but 64 per 
cent of those over 65 years of age, were full owners free * 
from mortgage debt. Probably a considerable addi- © 


tional number had paid their mortgage notes and sold @ 
their farms before reaching the highest age group 
(Table IV). 

On January 1, 1920, the status of the farm operators — 
was as follows (omitting those mentioned in the footnote — 
to Table IV): 


Full owners and free from mortgage 2,117,459 


Full owners, mortgaged 
Part owners (mortgage not known) 
Tenants (mortgage not known) 2,424,493 


6,297,527 


Those who are owners and free from mortgage are 
usually able to withstand an agricultural panic; but a 
very large percentage of those whose farms are mort- 


1, L. C, Gray, Farm Land Values in Iowa, U.S, D. A. Bull, 874 (August 1920). 
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gsged and a large part of the tenants lose all their 
savings, if the panic is severe. Reports gathered by 
‘the United States Department of Agriculture for the 
period January 1920 to March 1923, for 94,000 far- 
mers in 15 western states, indicated that 4 per cent 
fof the owners lost their farms through foreclosure 
jor bankruptcy, 4.5 per cent turned their farms over 
‘to creditors without legal proceedings, or 8.5 per cent 
lost their farms. In addition, more than 15 per cent 


Tape IV, Re vation or Ace to Sratus or Farm 
Operators IN THE Unitep Srarxs, 1920 * 








Per cent having specified status 





Operator's status ae 25-34 | 36-44 | 45-54 | 55-04 oe” ws 


years | yours | yours | yours. over 





7 Full owners free from mort- 
; «gage 10 17 27 38 64 
Owners, mortgaged 8 17 22 22 14 


Part-owners, mortgage not 

known 5 9 ll 10 5 
> Tenants, mortgage not 
77 57 40 30 17 




















* Fourteenth Census of the United States, 1920, vol. v, p. 355; 52,056 owners, 30,311 
tenants, not reporting age were omitted; 68,449 managers also omitted. 





were in fact bankrupt, but still held their farms. 
The percentage of farm owners who lost their farms 
varied from 6 per cent in the North Central States to 
nearly 20 per cent in the Mountain States.1 The per- 
centage of tenants who lost their property was mate- 
rially higher. 

How many have lost or will lose their life-time savings 
isunknown. The writer’s guess is that this number will 
exceed a million. Some of these have left the farms, 


1. H.C. Wallace, Annual Report of the Secretary of Agriculture. U.S.D.A., p. 9 
(1923). Idem, The Wheat Situation: a Report to the President, p. 35 (1923), 
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some have gone back to work as hired men, but many 
are continuing as farm operators, with debts exceeding 
their resources. Some of these last will recover, but 
many will go on struggling against impossible odds. 

The persons who have lost their property are largely 
energetic men who have worked hard, and by years of 
close economy have saved enough to make a part pay- 
ment on equipment or ona farm. Nearly all of them are 
married and will find it difficult to get a new start, be- 
cause they are at the age when the family expenses are 
high. 

The question is often asked, ‘‘ Why did the farmer not 
save his money when times were good, so that he could 
stand the hard times?” A large part of business being 
done by corporations, the corporation idea has per- 
meated popular and scientific thinking to such an extent 
that questions like this are common, and are pertinent 
when applied to business organizations that go on con- 
tinuously. But personal business depends on the age of 
the man. Many farmers did save when prices were high, 7 
and many of them are picking up additional land and | 
stock that their neighbors are forced to sell. But the * 
young man who was most thrifty and saved the most * 
money and who bought a farm in recent years did not 
have time to get out of debt. Paying for a farm is fre- © 
quently a life-time job. Many of these young men would 
have been better off financially at the present time if 
they had not saved money, for then they could not have 9 
bought farms. 

The purchase of farms is much like the purchase of 
houses in cities. Homes are bought by thrifty persons in 
accordance with the time when they were born. Those } 
who bought before the recent rise in prices in cities were 
lucky. Those who are now buying may be less fortunate. 
Many young families are buying homes at double the 7 
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“pre-war prices. If the building boom collapses, as the 
writer expects, those who have bought with small cash 
payments are likely to lose their savings just as young 

farmers are losing theirs. There is this difference — 

that the young farmer buys both a home and a business. 

. His investment is therefore greater, and the loss of his 
farm means not merely the loss of his home but the loss 

© of his job as well. 


PurcHASING PowrR or Farm Propucts 
The exchange value of farm products is of importance 
; in so far as the money received by the farmer is used to 
. buy general commodities. In 1921 the prices paid to 
| farmers for farm products averaged 19 per cent above 


Taste V. Purcuasing Power or Farm Propuctrs * 





Food products Cotton All farm products 








100 101 
97 99 
97 98 
99 97 

105 101 

103 98 
92 92 
99 99 
99 104 

100 102 
90 93 
85 79 
80 82 
78 87 

















* Weighted average price paid to farmers for farm producte divided by the general 
price level from Table II, 
the five-year pre-war average. Prices of all commodities 
averaged 50 per cent above the pre-war level. That is, 
farm products exchanged for 79 per cent of the pre-war 
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amount of general commodities (including agricultural 
products), or the purchasing power of farm products 
was 79. Similarly, in 1922, their purchasing power was 
82. In 1923 the average was 87. Since the farmer 
buys at retail prices, which were 10 to 15 points higher 
than -wholesale, the actual exchange was less favor- 
able. And because the general price level is lowered 
by the inclusion of farm products, the ratio of prices 
paid to farmers for farm products to prices of commodi- 
ties other than farm products is much less favorable 
than the comparison indicates. 

If X represents prices paid to farmers, Q quantity 
sold, Y wholesale prices of all commodities, Z retail 
prices of products that farmers buy, A taxes, B interest 
payments, C payments on debts, D payments for labor, 
insurance, etc., the purchasing power of farm products 
may be expressed by X + Y; but the purchasing power 
of farmers is expressed by 


QX —- (A+B+C+D) 
Z 


Manifestly something more than X and Y must be 
known if the condition of agriculture is to be understood. 





Errect or A Drecuininc Price LEVEL ON 
AGRICULTURAL PROSPERITY 


If all the farmer’s money were used for the purchase 
of general commodities, he would be concerned with the | 
price paid to producers for farm products and the price © 
that he has to pay for retail purchases for living and for 
his business. But some farmers hire labor and are, there- 
fore, concerned with the wages of farm labor and the % 
quantity and quality of labor available. All farmers hire 4 
other labor, such as carpenters, blacksmiths, and the 





THE AGRICULTURAL DEPRESSION 199 


. like, so that they are concerned with the amount of farm 
» products necessary to hire these persons. One of the 
» most important considerations is the payment of interest 
| and taxes. Farmers, therefore, are concerned with the 
- quantity of farm products necessary to make such pay- 
» ments. In so far as the money goes for these purposes, it 
» is the money price of farm products and not their pur- 
- chasing power that is important. For the farmers who 
| bought farms in recent years and who are not out of 

debt, these items are the dominant ones. In a large 
» measure they can stop buying clothing, farm equip- 
- ment, and can greatly reduce expenses for food; but 
» there is no way to escape taxes, interest; and payments 
on debts. The portion of the farming population that 
is in comfortable circumstances is most concerned with 
the comparative prices of what they sell and what they 
buy, but the portion of the population now in financial 
difficulty is concerned with the quantity of farm prod- 
uce required to pay interest, taxes, and debts. 

The taxes per acre paid by farmers in the United 
States for the year 1913-14 averaged $0.314 and in 
» 1921-22 averaged $0.709 or an increase of 126 per cent.? 
- For the area as reported by the Census of 1920, this 
- would call for an annual payment of $678,000,000. Since 
that time, taxes have continued to rise. What such an 
amount means is better understood when compared 
with the sales of wheat. For the last three years, the 
sales of wheat from American farms would about pay 
the land-tax bill. 

On farms in Ohio, Indiana, and Wisconsin, the busi- 
ness receipts less all farm business expenses except taxes, 
in 1913, averaged $1147 per farm. Taxes averaged $112 
per farm; that is, taxes amounted to 9.8 per cent of the 
net income before taxes were deducted. Prices rose 


2. Yearbook, 1922, U. 8, Dept. of Agr., p. 1002. 
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faster than taxes: in 1918 taxes represented only 6.7 per 
cent of net income. But when taxes rose and prices fell, 
the reverse was emphatic, for in 1921 the income above 
business expenses other than taxes dropped to $771 per 
farm, while taxes rose to $253, so that taxes required 33 
per cent of the income.’ Expressed in another way, it. 
required over twice as many hogs or beef cattle, two and 
a half times as much corn, or a half more than the pre- 7 
war amount of butter to pay the taxes. ) 

Other significant figures of the same kind are avail- » 
able. On dairy farms in Chenango County, New York, ' 
the receipts less business expenses other than taxes, in | 
1921, amounted to $795 per farm. Land taxes were $161, 7 
or 20 per cent of the income. This left $634 to reim-% 
burse the farmer for his year’s labor, for the labor of his 
family and for the use of a capital of $12,943. This was 4 
available for payment of interest, debts, and living ex- | 
penses. Of this amount $116 was spent per farm for 
clothing, $312 for food, and $130 for all other living ex- 
penses.‘ On 25 farms in Washington County, Ohio, for 
the four years 1912-15, taxes and insurance amounted % 
to 9 per cent of the receipts less business expenses other | 
than taxes and insurance. In the following four years of | 
high prices, they amounted to 6 per cent of the income, 4 
and in 1920 to 15 per cent. For 60 farms in Oregon, 
taxes increased 134 per cent from 1914 to 1921. At the 
latter date they were 33 per cent of the receipts less ex- 
penses other than taxes.° For 158 farms in the Palouse 
Area of Idaho and Washington taxes and insurance in * 
1920 took 24 per cent of the receipts less expenses 7 


3. H.C, Wallace, The Year in Agriculture, Yearbook, 1922, U. 8S. Dept. of Agr., p. 7. : 


4. E. G, Misnor, Economic Studics of Dairy Farming in Now York, Cornell Univ, 7 
Agr. Exp. Sta. Bull, 421 (June 1923). , 


5. R. V. Gunn, Report to Legislative Tax Committee on a special farm-management 
eurvey of 117 representative Oregon farms for the year 1921. (Mimeographed.) 
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other than taxes and insurance.* For farms in Niagara 
County, New York, taxes for 1913 to 1916 averaged 6 
per cent of the receipts less cash expenses other than 
taxes. In 1921 taxes were 13 per cent.’ Conditions are 
worst on lands that are marginal for farm use. Records 
were obtained for 146 farms in Pharsalia Township in 
Chenango County, New York. Sixty-six of these were 
uninhabited in 1923. Tax records were obtained for 
71 of the inhabited farms. The owners considered these 
farms to be worth an average of $2728. Taxes averaged 
3.4 per cent of this sum. Very few of the farms could 
be leased for enough to pay the taxes, and few of them 
could have been sold at the values placed on them by 
the owners. 

Since much of the tax money goes for payment on 
bonds and much for payment of teachers’ wages, there is 
little hope for a large reduction of taxes in the near 
future. Teachers’ wages lagged behind prices when go- 
ing up and when coming down, just as they did following 
the Civil War.*® 

Normally, when a young man buys a farm, he assumes 
a debt that will require most of his life-time for pay- 
ment. This is recognized by the Land Bank System, 
which allows as high as 33 years for payment. Interest 
and payment of principal will go on for years. Some of 
these obligations have been escaped by foreclosures, 
bankruptcy, or private settlement; but the major por- 
tion of the indebtedness will continue and be a fixed 
charge in dollars independent of future price levels. A 
long period of depression will reduce this item by trans- 


6. Preliminary report of cost of production and farm business analysis. Survey on 
229 farms for 1919, and 241 farms for 1920, Palouse Area, Idaho, and Washington. 
U.S. D. A. Office of Farm Management and Farm Economics, June 1922. (Mimeo- 
gtaphed.) 

7. G. P. Scoville, unpublished data, 

8. G. F, Warren, Prices of Farm Products in New York, Cornell Univ. Agr, Exp. Sta. 

Bull. 416 (1923), p. 27. 
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fers of property to new owners at lower prices; but this 
is a slow process, and is often disastrous to the seller. 
The Census does not report mortgage debt for farms 
operated by tenants, nor is any personal indebtedness 
reported. But of the farms operated by owners 41.3 per 
cent were reported mortgaged. The average debt per 
farm was $3356 and the average rate of interest 6.1 per 
cent. The farms averaged 148.2 acres. This would call 
for an interest payment of $205 per year. Personal in- 
debtedness on many New York farms averaged about 
one fourth of the mortgage debt. In the cotton country, 
personal indebtedness is larger. If personal indebted- © 
ness for the United States averages one fourth of the 4 
mortgage debt, the average total interest payment per 
farm would be about $256. If taxes on mortgaged 
farms are at the average rate per farm, they would 
amount to $105 per farm. The total payment of interest 
and taxes on these mortgaged farms would call for $361 
per year. In 1922 the total probably came nearer to 
$400, as both indebtedness and taxes probably had 
risen. This amount may not seem large; but when it is 
realized that the total value of all crops produced on 
American farms in 1921 averaged only $1075 per farm, 
and that the total sales of all products per farm are con- 
siderably less than this amount, the figures become 
more significant.’ If the averages are as given, it fol- 
lows, of course, that large numbers have more than the 
average debt and are worse off than average figures in- 
dicate. Since the total number of owners whose farms ¥% 
were mortgaged was nearly a million and a half, the 4 
number who are not able to meet their interest pay- 
ments is large. 
Agriculture is a very slow industry. If one raises a 


9. Yearbook, U.S, D. A. 1922, p. 985, Estimated crop value divided by the num 
of farms as given by the Census, ° 
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dairy cow, she is a constant source of expense for over 
two years. Production does not reach its maximum for 
several more years. The farmer hopes that the cow will 
pay for the investment in raising her by the time she is 
perhaps eight years old. If he raises a colt, it is a ten-to- 
fifteen-year investment. Tile drains are a fifty-year in- 
vestment. A good farm barn is expected to pay for it- 
self in about fifty years. Orchards in New York take 
fifty-four years to reach their prime. For such reasons, 
capital investment in agriculture is very high in propor- 
tion to receipts. The rate of turnover varies with the 
type of farming. For the entire United States, it prob-— 
ably requires an average of about eight years ' to make 
sales equivalent to the total capital invested. A decline 
in the general price level makes the period much longer. 
A business that has a turnover three times a year has as 
good a chance to get adjusted to deflation in a year as 
does agriculture in many years. 

It follows that agriculture is injured much more than 
is the usual type of city business by a period of declining 
prices. It is no accident that farmers are the ones who 
become most critical when the purchasing power of the 
dollar is suddenly raised. Agriculture cannot prosper 
with a continuously declining price level. 

The average price level for the seven years ending 
with October 1923 was 183, the five-year pre-war aver- 
age being 100. More than the usual amount of farmers’ 
debts were contracted from 1917 to 1920, as the pur- 
chases of farms, new equipment and the making of re- 
pairs were then large and have all been small since that 
period. The average of the present (1923) farm indebt- 
edness has doubtless been contracted at a price level at 


1, W. I. King, and others, Incomoin the Unitod States, vol. ii (1922), p. 55. 

Total value of animal products plus crops sold or consumed in 1909 to 1911 averaged 
$5,500,000,000. The census showed the value of farm property to be $41,000,000,000 in 
1910, showing a turnover once in 7.5 years, But considerable of this income is in pro- 
ducts consumed by the farm family, and is not cash, 
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least 75 per cent above the pre-war basis. Public debts 
were contracted on an even higher price level. 

For 107 farms in Tioga County, New York, 59 of 
which were mortgaged, 73 per cent of the mortgage in- 
debtedness remaining unpaid in 1922 had been origi- 
nally incurred in 1919 to 1921. Less than 3 per cent of 
the total indebtedness was incurred in 1922. Tenants 
and others who normally would have bought farms in 
1922 had bought in previous years. Land was practi- 
cally unsalable in 1922 and none of these farms was 
sold in that year. Weighting every unpaid mortgage by 
the price level at the time when the mortgage was origi- 
nally incurred gives a weighted average price level of 
181, when the United States Bureau of Labor index of 
wholesale prices of all commodities from 1910-14 is 
taken as 100. Of the notes and accounts remaining un- 
paid, 56 per cent were incurred in 1922. Including these 
with the mortgage debt, the average price level at the 
time of incurring all debts remaining unpaid was 179. 
On 102 farms in Genesee County, New York, 40 per 
cent of the mortgage debt remaining unpaid in 1922 had 
been incurred since 1916. In this region few farms were 
sold during the war period.” 

These figures show the great injustice that has come 
to debtors by the fall in prices, and the much greater 
injustice that is to come if prices return to the pre-war 
basis. Since the various units of government are great 
debtors, similar injustice will be done to taxpayers. 


Orner INDEX NumMBEerRs CONCERNING THE 
AGRICULTURAL DEPRESSION 
One of the common errors in dealing with agricultural 
statistics is to add the corn and the hogs produced from 
the corn, the hay and the stock raised on it, and to as- 
2. W. I, Myers, unpublished data, 
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sume that the resulting total represents the income of 
agriculture. Such additions are of interest and may be 
useful for some purposes, but the cash income of the 
farmer is, of course, the product of quantities sold times 
price. It may be interesting to figure the value of the 
pasture grass and the hay eaten by a steer, but it is the 
weight of the steer and its price per pound with which 
the farmer is concerned. Calculations based on the 
above method are very misleading. Corn may be low 
in price and hogs high. The sum of the two will then be 
much too low to represent the farm income. 

Another common error is to use too distant a base. A 
recent publication used 1900, and again 1891 to 1900, as 
bases, and used wholesale prices in cities. This basis of 
comparison shows prices of farm products to be as high 
as the general price level.? This method involves several 
serious errors. It is entirely unsafe to assume that 
wholesale prices in cities at these two dates indicate 
what the comparative farm prices were. Taxes and in- 
terest charges also are on bases entirely different from 
those of a generation ago. 

Also great areas of land that were submarginal during 
the base period have been brought into use at large ex- 
pense, and increased yields per acre have been obtained 
by extending the intensive margin, so that agriculture 
to-day is adjusted to a price level higher than that of a 
generation ago when compared with other commodities. 
One could get still different results if one used 1840 as a 
base period; but such results would have no meaning to 
the young man who went in debt to start farming in the 
last seven years, or to the man who laid tile drains, or to 
the pioneer who developed arid or irrigated land on the 
basis of pre-war prices. 

During the period from 1897 to 1913 the general price 


3. The Great “Farm Depression” Myth, Standard Daily Trade Service, vol, xxx 
(October 24, 1923), p. 215. 
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level was rising at the rate of over 2 per cent per year 
based on the middle year as 100. The upward secular 7 
trend for most farm products was even more. Very in- 4 
tensive methods came to be used. The entire practice 
and philosophy of agriculture came to be based on aris- / 
ing price level. To return to a stable price level would 
have given agriculture a severe shock. 

Another method of comparison that has been given 
wide publicity utilizes an index number of the total | 
value of the output of agriculture compared with the 
prices of all commodities.‘ The total output of agricul- 
ture in 1922 at prices of 1913 would buy slightly more of ~ 
all commodities at prices of 1922 than the smaller out- * 
put of agriculture in 1913 would have bought at prices 
then. This method compares physical volume of pro- 
duction times prices in one industry with prices in all 
industry. The result, showing agriculture to have a 
purchasing power of 102, has been widely heralded. 

From 1913 to 1922, the physical volume of production 
of crops increased 14 per cent, and for animal husbandry 
the increase was 22 per cent. For all industries, as an 
aggregate, the increase in physical volume of produc- 
tion was 15 per cent.° 

If agriculture had to increase its output 14 to 22 per 
cent to be able to exchange for 2 per cent more goods 
than in 1917, it certainly did not have a purchasing 
power above normal. The purchasing power of farm 
products, in terms of all commodities including farm 
products, would be 102 + (114 to 122), or from about 
84 to 89. As calculated from comparative prices in 


4. Tables showing trends in agricultural movements given out as mimeographed 
sheets at Conference of Agricultural Editors Association with the Department of 
Commerce, March 1, 1923; William Johnson, Figures do Lie, Country Gentleman, 
vol. lviii, No. 16 (April 21, 1923); R. J. McFall, Economic Studies (mimeographed), 
No. 106 (July 1923), p. 4. 

5. Harvard Economic Service, Review of Economic Statistics, prelim. vol. iv, no. 3, 
p. 216 (July 1922); prelim. vol. v, no. 3, p. 196 (July 1923). 
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Table V, agricultural products had a purchasing power 
of 82 for 1922. 

All of the comparisons previously given compare agri- 
cultural products with an aggregate of “all” commodi- 
ties, in which agricultural products are included. The 
Department of Agriculture compares prices paid to 
farmers for farm products with wholesale prices of all 
commodities exclusive of farm products.° This method 
of comparison shows the purchasing power of farm pro- 
ducts in 1919 to have been 111. In 1921, it fell to 67, 
and in 1922 was 69. This is the best basis for comparing 
prices paid to farmers for farm products with prices of 
other commodities. 

Any method of direct comparison of prices gives only 
a partial view of the situation. So much of the income 
goes for interest and taxes, that the farmers who are in 
financial distress are not so much interested in the prices 
of the things they buy as they are in the amount of taxes 
and interest. When prices of farm products are high 


relative to the previous few years, conditions are better 
than the purchasing power calculated from prices would 
suggest. When prices are low compared with the pre- 
vious few years, conditions are worse than the purchas- 
ing power indicates. 


Waaes or Farm anp City LABor 


For farmers, dairy farmers, and stock-raisers, the 
Census indicates whether the laborer is working on the 
home farm or working for others. For these groups 79 
per cent of the workers were working on the home farm.’ 
Data from the Census and from various farm-manage- 
ment investigations indicate that over three fourths of 
the farm work is done by the farmer and members of his 

6. The Agricultural Situation, vol. iv, no. 5, p. 7 (November 1923). (Mimeo~ 


graphed.) 
7. Abstract of the Fourteenth Census of the United States, 1920, p. 483. 
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family. The average labor force is approximately two 
persons — the operator himself, family labor equal to 
half a man, and hired labor equal to half a man. 

The majority of farmers have no regular hired help. 
Comparatively few have more than one hired man. In 
eight counties in New York state, in 1917, 26 per cent 
of the farmers had one hired man, 5 per cent had two 
and 2.5 per cent had three or more.*® 

The farmer works with the hired man and finds it 
difficult not to share his prosperity with him. Similarly, 
when the farmer is losing money, the hired man usually 
knows it and is more willing to accept lower wages than 


Tasie VI. Inpex Noumsers or Waaes or City WorkKERS 
AND WaceEs or Farm WorkKERS 


1910-14 = 100 
Farm labor * City labor ¢ 
103 104 
104 105 
113 109 
141 116 
170 136 
194 158 
228 203 
147 209 
142 197 
162 215 


* Wages of male farm workors by the month with board, as reported by the U. 3. 
Dept. of Agriculture, 

t Index Numbers of Union Wage Rates per Hour of Labor in the United States 
as of May 15, Monthly Labor Review, vol. xv, no. 5, p. 1037 (November 1922), vol. 
xvii, no. 6, p. 108 (December, 1023), 


are factory employees, who do not have enough direct 
contact with the industry to realize its financial condi- 
tion. For example, in 1920 farmers in the corn and cot- 
ton belts suffered more than farmers in wheat and dairy 
regions. Wages were reduced the following year 40.3 
per cent in Iowa and 45.9 per cent in Georgia, but only 
34.6 per cent in Oregon and 26.5 per cent in New York. 


8. Census of the Agricultural Resources of New York, 1919, p. 12. 
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Wages in general lag behind prices. Farm wages, 
however, respond to prices much more quickly than do 
wages of industrial workers. In 1921 wages of farm 
workers dropped to 47 per cent above the pre-war level, 
while wages of city labor were 109 per cent above pre- 
war. Similar differences occurred after the Civil War. 


How D&cLINING PRICES ARE MET IN 
AGRICULTURE AND IN INDUSTRY 

When prices of farm products drop very low, less 
hired help is kept, farmers work longer hours and omit 
all unnecessary things, and members of the family do 
more farm work. The lower the price goes, the more 
units of the product the farmer must have to meet his 
fixed expenses. It is true that the status of all farmers 
might be better if production were reduced, but the 
farmer is primarily concerned with his own individual 
status. 

When an industry that depends on large numbers of 
hired workers cannot sell its products for enough to pay 
wages, it usually ceases operation until the supply of the 
product is so reduced that employment can begin. It 
usually begins with a wage-rate somewhere near to 
previous rates. In a period of rapidly declining prices, 
the supply of farm products is therefore likely to be 
kept high for a time, and the supply of manufactured 
goods kept at a premium. 

This does not mean that farmers have no way of 
making adjustment. They have a very drastic way, but 
an exceedingly slow one. That is, they dismiss the hired 
men; the sons go to the cities; and from regions where 
farming is ordinarily close to the margin the farmers 
themselves go to the cities and leave the farms idle. 
Differences between farm and city conditions have to be 
very great before men are willing to change their occu- 
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pations, abandon their homes, and go elsewhere. Such 
an adjustment takes years, and when once made, it 
takes years to overcome it. 

Many more children are raised on farms than are 
needed as farmers, hence nearly half of the farm children 
normally go to cities. The number on farms in 1920 was 
altogether too high for the world demand for farm pro- 
ducts, so that a large movement to cities was necessary. 
When so large a movement occurs, it often goes too far. 

The effect of the panic on agriculture as an industry 
is not so serious as the effect on individuals. When a 
man loses his savings as a result of deflation, the prop- 
erty passes to another individual, who may continue to 
use it reasonably well. The disrepute into which the 
industry falls is serious and checks development and 
improvement. For example, the Advanced Registry 
Testing of dairy cows has been looked upon as the most 
important means of finding the best animals and devel- 
oping better cattle. The amount of such testing in 1923 
was about half as much as formerly. Breeders of pure- 
bred cattle, hogs and horses have suffered severely. The 
laying of tile drains and the liming of soils had been 
rapidly increasing. This increase was checked. The 
period from 1900 to 1914 was one of exceedingly rapid 
introduction of scientific methods in agriculture, and it 
was a period in which thousands of very able young 
men prepared for farming by taking thoro courses of 
study. This development has been checked and agri- 
culture will suffer accordingly. The results are serious, 
but are distributed over a long series of years and are 
not noticeable at once. The immediate result is a great 
decrease in the number of agricultural workers, but 
there is so much increase in the output per worker that 
production is checked very slowly. The striking imme- 
diate effect is on individuals. Thousands of thrifty per- 
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sons lost their life-time savings through no fault of their 
own, and other thousands acquired ownership of the 
property. A great redistribution of wealth is taking 
place. In a considerable measure it is a movement of 
wealth, as well as of men, to cities. 

The major method of adjustment in agriculture is by 
the falling off in the number of young men entering 
the industry. These men are not much missed at first 
because the persons remaining work harder. After 
becoming established in cities, they are not likely to 
return to farms. Conversely, a shortage of farmers is 
largely made up by keeping a greater percentage of the 
farm boys on the farms. In each case the process is 
slow. There seems to be a tendency to a 25-year cycle 
in agriculture. If agricultural depression continues for 
many more years — as it is certain to do if deflation 
continues — it is to be expected that when the tide 
turns it will be followed by a long period in which the 


high cost of living will be the burning issue. This will be 
due in part to too small an effort in agriculture, and in 
part to the adjustment of the city standard of living to 
an abnormally cheap food supply which will have con- 
tinued long enough to be looked upon as normal. 


RELATION OF CHEAP Foop ro tHe Buitpinc Boom 


For the 33 months ending with December 1923, the 
prices paid to farmers for food averaged 22 per cent 
above the five-year average of pre-war prices. Retail 
prices of food averaged 50 per cent above pre-war, and 
wages in cities were about double pre-war. This has re- 
sulted in an unprecedented movement from farms to 
cities. This movement leaves empty rooms and empty 
houses on farms, but calls for new homes in cities. 

According to studies made by United States Depart- 
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ment of Agriculture the net movement of population 
from farms to cities in 1922 was 1,120,000 persons. Of 
the habitable houses on farms, 4.7 per cent were vacant 
in 1920; 5.7 per cent in 1921, and 7.3 per cent in 1922. 

When food takes much less than the former portion of 
the income, a larger amount is available for other pur- 
poses. Some of this goes for clothing, — and both cot- 
ton and wool are very high, — but a large part goes for 
increased housing facilities. Many more rooms per 
capita are required. Cheap food normally causes a 
building boom. 

The present building boom is based on: (1) Neglect of 
repairs to buildings and railroads during the war. (2) A 
shortage of houses due to failure to build during the 
period when food was high relative to wages (3) Great 
expansion in the desire for room because food is very 
cheap, in terms of wages. (4) Movement from farms to 
cities because the farmer gets so little for food and be- 
cause wages in cities are high. 

Only the first two of these afford a really sound basis. 
For a stable condition much of the effort now expended 
in city construction should be expended in improving 
farms, laying tile drains, repairing barns, fences, and the 
like. While the city building boom lasts, farm repairs 
will be neglected. 

The demand for house room is very elastic. Before 
many years a reaction is likely to come. When it comes, 
and there is unemployment in cities the population will 
suddenly find that much less room is necessary. Thrifty 
persons who have bought homes with a small payment 
down are likely to find their equities wiped out, just as 
thrifty young farmers found their savings gone when 
farm values were readjusted. In any period of violent 
downward readjustment there is a time when prices go 


1. Wallace, H. C., Annual Report of Secretary of Agriculture. U.S. D. A., p. 8 
(1923). Idem, The Wheat Situation: a Report to the President, p. 36 (1923). 
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far too low. City houses generally have a real and per- 
manent value, but there may be periods when these 
values cannot be converted into cash at anywhere near 
their true, or long-run worth, just as it is now impossible 
to convert farm houses, barns, and tile drains into cash 
at their true worth. Banks are more involved in the 
financing of city real estate than they are in financing 
farms. The severest test of the banks is likely to come 
when city real-estate values are readjusted. 


The writer’s guess is that the tendency of the general 
price level will be downward for some years, and that 
the pre-war level will be approximately reached in about 
a decade. If this is correct, agricultural depression will 
continue until prices rise, or until they have been stable 
for a number of years, so that capital investments are on 
a basis no higher than the price level at which the pro- 
duce is sold. This does not mean that every year will be 
unfavorable. Some farm products even now are in a 
very good position. It means that the bad years will be 
more numerous than the good ones. 

If the general price level turns upward and remains 
high, agricultural prices will be adjusted, and the de- 
pression will be over in a few years. For real prosperity 
on farms three things are necessary : 

1. A price level as high as the general range of prices 
at which the bulk of the indebtedness was incurred. 

2. Adjustment between farm prices and prices of 
other commodities. 

3. Reasonable stability of the general price level. (A 
moderate increase in prices such as occurred from 1897 
to 1914 stimulates agricultural development.) 


G. F. WarREN. 


CorNELL UNIVERSITY. 











FINANCIAL AND MONETARY POLICY OF 
GREAT BRITAIN DURING THE 
NAPOLEONIC WARS 


SUMMARY 


The sources of revenue; how much from loans, how much from taxes, 
216. — Comparison with the World War, 219. — Relation of unfunded 
loans to total borrowing, 220. — Remittances to foreign countries: the 
machinery of payment, 222. — Total of loans and subsidies, 225. — Im- 
port and export statistics unattainable, 229. 


I. Frvanciat Pouicy 


In this paper, and in another which is to follow, it is 
proposed to examine, in the light of new evidence, first, 
the financial operations of Great Britain during the 
period from 1790 to 1816, and second, the course of 
monetary discussion during that period in its relation to 
the financial and economic needs of the time. The pres- 
ent paper will be concerned chiefly with the sources of 
the public revenue, and with the heavy remittances 
which the British Treasury had occasion to make to the 
Continent for the support of British armed forces and by 
way of loan or subsidy to allies. 

Statistical materials for British Treasury operations 
during the Napoleonic Wars have never, so far as the 
writer is aware, been prepared in a form permitting use- 
ful analysis. A condensed presentation of the public 
accounts for the years 1790 to 1816 may be of value, not 
only because of its bearing on financial and monetary 
history, but for incidental comparison with the finan- 
cing of the World War. A search through the published 
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TaBLeE I. — British Net Pusiic EXPENDITURE, WITH PRINCIPAL 
Heapinos, 1790-1816 
For 1801-16 payments out of gross income were deducted from the original data, 
which give only gross expenditure. Balances omitted. 
(Unit: £1,000,000) 








(1) (2) (3) (4) (5) (6) (7) 





Years 

ag ; Interest Civil Total Total 

Oct. 10 | Interest | Capital an govern- | War § civil expendi- 
charge * | charget | capital ment ft | services | and war ture 





1790 9.37 9.41 | 18.78 2.20 5.22 
1791 9.43 | 10.63 | 20 2.39 6.18 



































7.42 
.06 8.57 

1792 9.31 | 10.60 19.91 2.06 5.58 7.64 27.55 
1793 9.15 8.76 17.91 2.34 10.34 | 12.68 30.59 
1794 9.80 | 15.91 25.71 2.07 14.93 | 17.00 42.71 
1795 10.47 | 12.73 23.20 2.25 | 25.59 | 27.84 51.04 
1796 11.60 | 14.28 25.88 2.52 | 24.12 | 26.64 52.52 
1797 13.59 | 24.64 | 38.23 3.91 | 29.43 | 33.34 71.57 
1798 16.03 | 14.91 30.94 4.58 | 28.71 | 33.29 64.23 
1799 16.86 | 29.61 46.47 4.79 | 27.88 | 32.67 79.14 
1800 17.20 | 25.52 | 42.72 5.31 | 31.67 | 37.02 79.70 
Fourth 

quarter 
1800 3.48 5.40 8.88 1.30 8.46 | 10.04 18.92 
Years 

ending 
Jan. 5 

following 
1801 19.05 | 32.73 51.78 5.75 | 33.58 | 39.33 91.11 
1802 19.63 | 28.32 | 47.95 6.25 | 22.57 | 28.82 76.77 
1803 19.92 | 22.438 | 42.35 5.67 | 21.65 | 27.32 69.67 
1804 19.84 | 19.13 38.97 7.74 | 29.78 | 37.52 76.49 
1805 21.49 | 35.23 56.72 8.72 | 37.08 | 45.80 |} 102.52 
1806 22.41 | 39.61 62.02 6.08 | 38.14 | 44.22 || 106.24 
1807 23.01 | 39.43 62.44 6.85 | 37.02 | 43.87 || 106.31 
1808 22.33 | 48.98 71.31 6.66 | 42.11 | 48.77 || 120.08 
1809 23.38 | 47.11 70.49 6.93 | 44.21 | 51.14 || 121.63 
1810 23.68 | 50.31 73.99 8.97 | 45.55 | 54.52 || 128.51 
1811 23.86 | 49.27 73.13 6.80 | 50.28 | 58.42 || 131.55 
1812 25.58 | 56.24 81.82 8.47 | 57.62 | 66.09 || 147.91 
1813 26.43 | 67.93 94.36 9.18 | 70.53 | 79.71 || 174.07 
1814 29.11 | 56.42 85.53 9.19 | 69.07 | 78.26 || 163.79 
1815 31.39 | 73.98 | 105.37 14.72 | 53.40 | 68.12 || 173.49 
1816 32.19 | 57.53 89.72 6.90 | 25.72 | 32.62 || 122.34 








* Includes interest and management of Irish debt funded in England and discount on 
prompt payment of loans. 

+ Includes sinking fund of Irish debt funded in England. Funding of Navy, victual- 
ling, and transport bills included, 1794-97, inclusive. The principal item in the capital 
charge is retirement of Exchequer bills. 

t Includes advances and loans to Ireland in 1797 and 1815 (9.93). Payments (prin- 
cipally management) out of gross income (civil) deducted, 1801-16, inclusive. 

§ Includes an item of public advances of money (usually in Exchequer bills) ‘‘ for the 
relief of merchants” in 1793 (2.20), 1795 (.81), 1796 (.10), 1811 (1.34). Includes ad- 
vances and grants to the East India Company for war purposes. Payments out of gross 
income (military) deducted, 1801-16, inclusive. 
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official records disclosed a Parliamentary Report! from 
which Tables I and II have been prepared. Table I 
presents the net expenditure of Great Britain (not in- 
cluding Ireland) from 1790 to 1816, with the leading 
headings in that account. These comprise: payments 
of interest on the debt; capital charge; expenditures 
for civil government; and, finally, the expenditures 
specifically for the Army, Navy, and Ordnance. The 
great preponderance of expenditures for military pur- 
poses over those for civil purposes is revealed. The 
specific war expenditures are themselves a good index 
of the comparative intensity and scope of the military 
and naval operations. The peak of the war expenses 
occurred in 1813, which, taken altogether, was the year 
of heaviest campaigning. The first three columns of 
the table indicate the striking expansion of payments 
on account of loans, the chief element therein being 
matured Exchequer bills, paid off with the proceeds 
from new issues. The annual interest charge shows a 
steady growth, and in 1816 was more than three times 
that of 1790. 

Turning to Tables II and III, we may observe the 
manner in which the income of the state was raised. The 
revenue (excluding loans) is seen to have been derived, 
to a considerable extent, from excise and similar duties. 
The most interesting data for the present purpose are 
those showing the proportion of the total public income 
derived from taxation and other non-loan revenue to 
that derived from borrowing. It is apparent from the 
figures of Table II that the effort to raise extraordinary 
supplies by increase of taxation and the tapping of new 
sources of revenue was feebler and less successful in the 


* 1. Public Income and Expenditure, 1869; vol. 35 (Chisholm’s Report). The tables 
below indicate the meaning of the various items shown. After 1816 the accounts are no 
longer on a comparable basis, owing to the consolidation of the British and Irish Ex- 
chequers. 
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Taste II. — Brrrisn Pusuic Incoms, with PRINCIPAL 
Heapinos, 1790-181 
For 1790 to 1800, original data give net income; 1801 to 1816 gross income, i. e., in- © 
cluding a small item of management, drawbacks, etc., not formerly included. As ex- 
plained below, the total income figures (in col. 10) are net throughout. 
(Unit: £1,000,000) 








(1) (2) | (3) (4) 6) | © (7) | @&) (9) (10) 





Land Income} P. O. Use- 


ending| Cus- | Excise and |. and. | Total |/Funded!jinded| ,Total | Total 














Oct. 10} toms and and as- rop- |miscel-| Reve-|| bor- borrow-| net 
duties por ——e ‘erty ] . = rowing aioe ing income 
1790 | 3.46| 9.02) 2.99) ... | 1.54/17.01 .61} 8.32) 8.93] 25.94 
1791} 4.02| 9.82) 2.91} ... | 1.76|18.51|| ... |10.49| 10.49| 29.00 
1792] 4.10|10.20} 3.02) ... | 1.58/18.90/| ... | 8.52] 8.52] 27.42 
1793 | 3.56|10.01/| 2.95} ... | 2.00/18.52|| 3.92) 8.52| 12.44| 30.96 
1794| 4.35} 9.85} 3.03] ... | 2.10/19.33 ||12.91 |10.05 | 22.96) 42.29 
1795} 3.42 |11.37| 2.94) ... | 1.82/19.05 ||18.79 |13.74| 32.53] 51:58 
1796 | 3.64 |10.88| 3.02] ... | 1.84|19.38 ||28.58| 6.99] 35.57) 54.95 
1797 | 3.94|12.28| 3.36) ... | 1.90 /21.48 ||42.84 |10.24| 53.08) 74.56 
1798 | 4.74 |13.84| 4.58| ... | 4.06 |27.23 |/22.76 |14.26| 37.02) 64.25 
1799 | 7.06 |14.31| 6.45| 1.67| 3.02 |32.51 ||16.35 |27.22 | 43.57 | 76.08 
1800 | 6.78 |13.21| 5.09] 4.51] 3.36 |32.95 ||20.50 |25.99 | 46.49| 79.44 
Fourth 
quar- 


1800 | 2.39} 4.00) 1. 2.67| 7.08} 9.75| 19.41 


Z 
2 
z 
E 






































sang gross net 

1801 | 8.76 |14.61| 4.64] 5.80) 2.04 |35.85 ||36.14 |23.59 | 59.73| 91.48 
1802 | 7.73 |18.67| 5.32| 3.33) 3.46 |38.51 ||26.05 |16.45 | 42.50| 77.68 
1803 | 8.19 |22.19| 5.80| .38| 3.84 |40.40 ||11.95 |18.91| 30.86) 68.65 
1804} 9.46 |24.96| 6.02] 3.69] 3.94 |48.07 ||14.15 |18.71| 32.86] 77.92 
1805 |10.15 |27.25| 6.26| 4.59] 4.92 |53.17 ||25.34 |27.67 | 53.01 |103.15 
1806 |10.81 |28.38 | 6.39| 6.16| 6.26 |58.00 |/20.11 |30.89 | 51.00 |105.93 
1807 |10.55 |29.19 | 7.02 |10.15| 5.40 '62.31 ||15.53 |34.45 | 49.98 |108.73 
1808 |10.28 |30.36 | 7.62 |11.40| 5.51 |65.17 ||14.22 |45.11| 59.33 /120.63 
1809 |11.90 |28.69 | 8.44 |12.41| 5.09 |66.53 |/22.64 |36.09 | 58.73 |121.44 
1810 |12.42 |31.30| 7.74 |13.49| 7.35 |72.30 ||21.60 |37.72 | 59.32 |127.70 
1811 |10.94 |31.23 | 7.39 |13.21| 7.63 |70.40 ||23.75 |41.22| 64.97 131.51 
1812 |11.58 |28.90 | 7.50 |13.06 | 9.11 |70.15 ||34.92 |45.78 | 80.70 |146.77 
1813 |11.87 |30.80 | 7.91 |14.27 |11.84 |76.69 ||51.14 |54.16 |105.30 |177.86 
1814 |12.61 |32.24 | 8.04 |14.52 |10.60 |78.01 ||36.62 |52.27 | 88.89 |162.65 
1815 |11.95 |32.28 | 9.50 |14.62 |14.43 |82.78 ||50.66 |44.83 | 95.49 |173.95 
1816 |10.08 |30.42 | 7.35 |11.80 |10.21 |69.86 || 9.25 |46.59 | 55.84 |121.33 








* Includes duties on pensions, offices, personal estates; and war-tax beginning 1798. 

t Includes repayment of impost money and mercantile advances; first fruits; income 
from Crown Lands; conscience money; lotteries and prizes; and remittances of interest 
from Ireland. Figure for 1798 includes voluntary contributions of 2.13 million pounds; 
per 38 Geo. III, c. 16. After 1809 includes remittances from Ireland toward two-seven- - 
teenths of joint United Kingdom expenditure. : 

t After 1800 there have been deducted from the grand total income the total pay- 
ments for collection and management, which renders the totals of the latter years 
approximately comparable with those of the preceding years. The discrepancy in the 
separate items is mainly in the customs and excise. 
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Taste III]. — PercentaGe or Toray British Net Income DERIvED 
(a) From REVENUE, AND (b) By Borrowrna, 1790-1816 * 
(Unit: one per cent) 








Year | Revenue’| Loans Year Revenue Loans Year /jRevenue| Loans 


1790 65.6 | 34.4 || 1799 | 42.7 | 57.3 || 1808 | 50.8 | 49.2 
1791 63.8 | 36.2 || 1800 | 41.5 | 58.5 || 1809 | 51.6 | 48.4 
1792 69.0 | 31.0 | 1801 | 34.7 | 65.3 | 1810 | 53.5 | 46.5 
1793 59.8 | 40.2 || 1802 | 45.3 54.7 || 1811 | 50.6 | 49.4 
1794 45.7 | 54.3 || 1803 | 55.1 | 44.9 || 1812 | 45.0 | 55.0 
1795 36.9 | 63.1 | 1804 | 57.8 | 42.2 || 1813 | 40.8 | 59.2 
1796 35.3 | 64.7 || 1805 | 48.6 | 51.4 || 1814 | 45.3 | 54.7 
1797 28.8 | 71.2 | 1806 | 51.8} 48.2 || 1815 | 45.1 | 54.9 
1798 42.4 | 57.6 || 1807 | 54.0 | 46.0 || 1816 | 54.0 | 46.0 
iI 



































* Since total income and total expenditure usually coincided within a very small mar- 
gin (representing balances), the figures hold equally well as showing the proportion of 
revenue and borrowing to expenditure. The ycars are as explained in other finance 
tables above. 


first phase of the war (1793-1802) than in the second 
(1803-15). William Pitt, confronted in the early years 
of the war by a seriously strained money-market, and 
repeatedly implored by the Bank to desist from forcing 
Exchequer bills down the throat of that institution, re- 
sorted to heavy long-time borrowing. After the Bank 
restriction had brought the flexibility necessary for 
emergency financing, he was able to derive more income 
by means of unfunded borrowing, as is shown in the per- 
centage of Table IV. Not until 1799, however, did Pitt 
obtain any addition to his funds by the introduction of 
an income tax. This tax actually proved a much less im- 
portant source of revenue, taking the period as a whole, 
than the excise and other duties, all of which were made 
to bring in, particularly during the later years, greatly 
augmented sums. Pitt made an ambitious attempt in 
1798 to increase the produce of the land and assessed 
taxes to seven millions; but only four millions odd were 
received. The hope of raising a sum of at least ten 
millions from the income tax was not realized until 1807, 
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when a new ministry, headed by Grenville, stepped into 
power. There was one financial practice of this time 
which no doubt might be regarded critically — namely, 
the use of a sinking fund, by virtue of which (to quote 
Mr. Gladstone) “you were continually buying up stock 
at 3, 4, or 5 per cent below the rate at which you were 
simultaneously creating stock in order to find the money 
to make the purchase.” ? 

Pitt’s initial errors, however, should not becloud the 
recognition of his courageous attempt to formulate and 
apply sound methods. Upon proposing his income tax, 
he explicitly stated his guiding principles to be: “‘first, 
to reduce the total amount to be at present raised by a 
loan; and next, as far as it was not reducible, to reduce 
it to such a limit that no more loans should be raised 
than a temporary tax should defray within a limited 
time.” * As for the years from 1806 to 1816, (quoting 
again from Gladstone), ‘‘the sums then raised were not 
only amply sufficient to pay the expenses of the civil 
government of the country, but also the whole outlay 
required by the War . . . and the interest of the debt 
as the debt stood before 1793; the charge, however, on 
the accumulations between 1793 and 1806 — some of 
which were still accumulating at compound interest — 
they were never able to overtake.”’ ¢ 

The ratios of revenue to total income are shown in 
Table III. The average ratio for the entire period, 
1793-1816, is no less than 46.8 per cent, a figure which 
certainly does high credit to the financial leaders of the 
time.’ For the five years of the recent World War, Pro- 


2. From the eloquent speech of Gladstone on May 8, 1854 (Hansard, Series III, vol. 
132, col. 1475). Cf. also the papers by William Newmarch, Journal Royal Statistical 
Society, 1855, vol. 18, pp. 104 ff. 

3. Quoted in Hansard, op. cit., col. 1476. 

4. Op. cit., col. 1477. 

5. The same average ratio holds true between total revenue and total expenditure for 
the entire period. The year 1816 is included in the “war” period because a certain 
amount of specifically military expenditure was continued until that time. 
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fessor Seligman has calculated the corresponding pro- 
portion in Great Britain to have been but 28.1 per cent.® 
We have already alluded to the proportion of the total 
public borrowing which took the unfunded form of 
Exchequer (and similar) bills, and these percentages are 
presented in Table IV. For the entire war period the 


TaBie IV. — PERcENTAGE OF UNFUNDED TO ToTaL Pusiic Borrow- 
1nG, ANNUALLY, 1793-1816 * 


(Unit: one per cent) 








1793... .68.5 1802. . . .38.7 1811... .63.4 
1794... .43.6 1803... .61.3 1812... .56.7 
1795... .42.1 1804... .56.9 1813... .51.4 
1796... .19.6 1805... .52.1 1814... .58.8 
1797... .19.3 1806. . . .60.5 1815... .47.0 
1798. .. .38.5 1807... .68.9 1816... .83.4 
1799... .62.4 1808... . 76.1 
1800 * . .55.9 1809... .61.5 
1801... .39.5 1810... .63.6 





* Years ending October 10, to 1800; thereafter, ending January 5 following. The 
figure for the odd fourth quarter of 1800 is 72.6%. 





ratio of unfunded to total borrowing was 54 per cent, or 
roughly an equal amount from each source. For the 
second war alone, the proportion of short-time financing 
was somewhat higher. 

It is difficult, in the light of these facts, to charge the 
men who were responsible for Great Britain’s security 
in the Napoleonic days with having neglected reason- 
able precautions against excessive inflation. 

It is possible, incidentally, to make a somewhat more 
precise calculation of the money cost of these wars to the 
British people, as well as of the relative part played by 
distinctively war revenues and war loans. Suppose we 
calculate what would have been the total annual expen- 

6. The Cost of the War and how it was Met; American Economic Review, December, 


1919, p. 749. The period taken comprises the years (ending March 30) from 1915 to 
1919, inclusive. 
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diture, assuming a constant “‘normal” growth based 
upon the increase in the twenty years prior to 1793. 
Such hypothetical amounts, subtracted from the actual 
expenditure, give the approximate differential expense 
arising from the war. This expenditure between 1793 
and 1816 is found to be 1573 million pounds.’ Perform- 
ing a similar calculation for the non-loan revenues 
throughout the war period, we arrive at 556 million 
pounds. The proportion of the latter to the former sum 
is 35 per cent. For the recent war Professor Seligman 
has put the proportion of British war taxes to war ex- 
penditure, computed in similar fashion, at 17 per cent; 
altho this does not include certain non-loan revenues 
other than taxes. 

A final comparison may be added of the annual aver- 
age war costs of the two periods. For the entire period of 
the French Wars, the average differential war expendi- 
ture per annum was about 65 million pounds, against 
about 1720 millions for the World War.® During the last 
five years of actual hostilities against Bonaparte (1811- 
15) the average war expenditure was about 120 million 
pounds per annum. Taking these five-year periods of 
roughly comparable, tho by no means equal, intensity, 
we conclude that the pecuniary financial operations in 
the recent war were on a scale about fourteen times that 
of the Napoleonic Wars. 


A second important question in connection with the 
financing of the French Wars is: how much was it neces- 
sary to expend abroad for war purposes, and how, if at 
all, did this unusual external financing operate upon the 

7. A large portion of this sum, of course, represents not so much the cost of war opera- 
tions as the cost of war financing, i. e., the interest and repayment of the National Debt. 
It is, furthermore, only the “cost” during what may be considered the War period; 


public expenditure after 1816 was on a permanently higher level (despite price deflation) 
owing to the War having occurred. 


8. Seligman, op. cit. 
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foreign exchanges and the price of specie which so en- 
grossed contemporary attention? In recent years essen- 
tially similar phenomena on a grand scale have attracted 
universal attention. For example, in connection with 


the dramatic fall in the exchanges of central Europe we 


have again the same controversies as to whether it is in- 
ternal inflation or external debt which forms the prime 
factor in the situation, and whether the internal infla- 
tion itself is, or is not, in large part a result of the exter- 
nal debt remittances. Important international policies 
have in no small degree been shaped by pronounce- 
ments of alleged experts which are but echoes from the 
Napoleonic “golden age” of monetary theory which at- 
tributed all exchange irregularities to “depreciation.”’ 

Something must first be said of the machinery which 
existed in the earlier period for financing army services 
abroad and for remitting loans and subsidies to allied 
states. Under the former of these heads (army services 
abroad) we shall limit our attention to the British Army. 
The Navy, Victualling, Ordnance, and other expendi- 
tures of course varied with these, but were compara- 
tively light and are now beyond the reach of statistical 
analysis. 

The expenditure for the support of the British forces 
was divided into two heads, known as “‘ordinary” and 
“extraordinary.” The former comprised sums specially 
voted or granted by Parliament, while the latter com- 
prised expenditure for which ways and means were not 
previously provided but which were raised as found nec- 
essary. Armies serving abroad obtained their ‘ordin- 
ary” requirements through officers known as deputy- 
paymasters, who drew bills of exchange upon, or re- 
ceived consignments of specie from, the two paymas- 
ters-general of the forces in London. The latter paid 
the bills from accounts kept with the Bank of England. 
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The second, and much more important, class of foreign 
‘‘extraordinaries” was financed by officers called com- 
missaries-general and their deputies and assistants, who 
drew bills directly upon the Treasury. These bills were 
always payable by and at the Bank of England.® A 
large proportion of the current financing of the govern- 
ment by the Bank through the purchase of Exchequer 
bills was for the purpose of meeting these foreign drafts. 
The payment of foreign subsidies and loans and the 
support of diplomatic and special agents abroad were 
handled through the paymasters-general either by bills 
on London or by remittances from London of foreign 
bills and specie. These funds in some cases went through 
the hands of the commissaries at foreign stations. Be- 
tween 1807 and 1816 a single officer, called the commis- 
sary-in-chief, was placed over the paymasters-general 
and made responsible for all the financial provisions. 
The published accounts of the foreign military ex- 
penditure during these wars are very meagre and un- 
satisfactory... A search for original documents was, 
therefore, made in the Public Record Office in London, 
and it was found possible, fortunately, to consult the 
original ledgers of the Paymasters’ Office, as well as the 
Audit Office rolls and ledgers, which, together, contain 
the desired information. This was obtained, however, 
only after laborious compilation of many separate en- 
tries and no little puzzling over ancient peculiarities 
in Treasury practice. It was considered important to 
secure, so far as possible, complete records of all the 
amounts chargeable against London on account of the 
armies and the allies in Europe, and to compile the 


9. See Chisholm’s Finance Report; Parl. Papers, 1861-69, vol. 35, part ii, 669 ff. 


1. A Committee of Inquiry on the Bank Suspension in 1797 collected figures of bills 
drawn from, and sums remitted to, various parts of the world for 1793-96, inclusive; the 
Appendix to the Bullion Report of 1810 contains similar, but much less complete, 
data for 1804-09. See also the pamphlet containing Vansittart’s speech on the Bank 
question, 1811 (B.M. 1028E12). 
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data in annual form, so that each year’s total would con- 
tain only items actually drawn or remitted in that year. 
The Paymasters’ ledgers record, first, the specie sent by 
their office to foreign posts, with dates. They give, 
secondly, totals of the bills drawn in the current year by 
paymasters, and these involve no trouble. In the case 
of commissaries’ bills upon the Treasury (for extraordi- 
naries) the ledger entries were dated according to the 
time when the bills were finally paid at the Bank, which 
was frequently several months after the negotiation of | 
the bills. Records were made of all these amounts. It ; 
was later found that the Audit Office ledgers ? and rolls 
containing the Treasury audits of the accounts of most 
of the individual commissaries, ambassadors, etc., sup- 
plied information as to the exact dates within the year 
when all their bills were drawn. Not all the accounts 
appear to have been audited; but so far as possible 
' 





et ctr ser oy eae 


these audits were used to correct the dating and amplify 

the information already obtained. In cases where the 

P. M. G. records alone existed, careful estimates were 

made in order to allocate the sums to the proper year in 

which they were drawn.’ | 
As for the payments on account of foreign subsidies 

and loans, there is an official Account giving what pur- 

ports to be the sums so paid by the Treasury during each 

year of the war. This account, however, is in several re- 


2. These ledgers contained the audits prior to engrossing, and were more convenient 
to handle than the cumbersome rolls. 

3. In the P. M. G. and A. O. records foreign specie was converted to sterling value in 
various ways, and only close approximation was possible. Usually the current price of 
gold (or silver) was used, and this was the practice adopted by the writer where no con- 
versions had previously been made. 

I have preserved the text of two small items entered in the P. M. G. ledgers which are 
not without human interest: 

“* August 11, 1815: To cash paid Rear Admiral Sir George Cockburn on account of the 
expenses he may incur in the conveyance and accommodation of General Buonaparte 
and suite to the Island of St. Helena in H.M.S. Northumberland, £1500.” 

“ August 31, 1815: To cash paid to Capt. Lord Arthur Hill for bringing despatches 
from His Grace, the Duke of Wellington, announcing the surrender of Paris to the Allied 
Armies . . . £500.” 
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spects seriously defective, and it seemed preferable to 
include in the present computations only data drawn 
from the sources just described, even tho the results are 
frequently at variance with the official return.‘ 

The financing of the various European states which, 
at one time or another, were allied with Britain against 
France, was predominantly by means of out-and-out 
subsidies rather than by loans. The only loans of any 
consequence were as follows: 


1794-96: The Emperor of Germany, £4,600,000 (guaranteed loan). 

1796-97: The Emperor of Germany, £1,620,000 (of which £1,200,- 
000 were sent by Pitt without Parliamentary authoriza- 
tion. The loan was not repaid. Much of it went to pay 
interest on the first loan). 

1809: Portugal, £600,000 (payment maintained only to 1815). 

1813: The House of Orange, £200,000 (not guaranteed; repaid). 

1814: French Bourbons, £200,000 (not guaranteed; repaid).® 


The states to which subsidies of any considerable 
amount were remitted include Austria, Russia, Prussia, 
Bavaria, Hanover, Hesse-Cassel and various German 
states, Sweden, Sicily, Sardinia, Portugal, and sundry 
corps of French émigrés. 

In casting up annual totals of all these foreign military 
payments, a distinction was maintained between the 
army and the subsidy account, and the respective 
amounts, with the total, are given below in Table V.° 


4. This Account is to be found in Parl. Papers, 1854, vol. 39 (466), and also in Chis- 
holm’s Report, 1868-69, vol. 35. The amounts appear to be sums granted by Parlia- 
ment, but in many cases sums so voted are known to have been paid only in part or not 
at all. The figures also appear to include the value of munitions and supplies, in which 
we are not interested. 

5. On the whole matter of loans and subsidies see Finance Accounts, 1801, vol. 3, p. 
453; J. H. Clapham, Economic Journal, December 1917, p. 495; Hansard, vol. xxxii, 
col. 1027; and Chisholm’s Report of 1869, pp. 547 ff. The first of these loans was re- 
mitted directly to the agents of the Austrian government and complete records of its 
remittance do not exist in print. A rough estimate from fragmentary data was made of 
the sums remitted in each of the years. The loan involved an addition to the British 
funded debt (Imperial 3% annuities) and after May 1797, when interest payments from 
the Emperor ceased, the entire charge was assumed by the Treasury. Germany finally 
repaid the claims against her in 1824, 

6. See also Chart II, p. 231, where these totals are aligned with the course of foreign 
exchange (price of silver dollars). 
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The totals relate, it will be remembered, only to the 
Continent of Europe (as the principal scene of warfare). 
They are not wholly complete or perfectly accurate, but 
they are believed to be a reasonably trustworthy index, 
at any rate, of the yearly fluctuations in the prepon- 
derant, and hitherto virtually ignored, element in Great 
Britain’s balance of indebtedness during the period in- 
volved. The figures for the years 1811 to 1815 are im- 
pressive, being swollen by the costly operations in the 
Spanish Peninsula. It is noteworthy that Wellington’s 
armies did not ‘‘live on the country,” but paid their 
way, very largely with hard cash obtained from the 
Bank of England or scraped together from other quar- 
ters.’ In response to an urgent message from Welling- 
ton in the fall of 1812, asking for £100,000 a month, the 
Commissary-in-Chief, Mr. C. J. Herries, secured the 
funds (mainly gold coin) from the Bank of England by a 
special Order-in-Council and much against the wishes of 
the Bank directors.* In 1813 heavy cash remittances 
were called for and sent down to Spain and Portugal, in 
addition to the negotiation of immense sums in bills. 
The Bank in this year supplied no less than 1,400,000 
sterling in gold coin alone; and chests of Spanish dollars, 
Hanoverian pistoles, louis d’or, ducatoons, bars, and 
other assorted specie, were accumulated and consigned 
by frigate.® All of this suggests strenuous efforts to 
maintain the exchange value of the pound, by com- 
mandeering all the available specie that ingenuity could 
discover, in order to moderate the purchase of foreign 

7. The Bank, while restricted from paying cash to the general public, was permitted, 
and indeed required, to furnish specie (even British coin) for the needs of the State. 


Ordinarily British coin could not legally be exported. In 1815 specie was even engaged 
for shipment for army needs through special agents in South America. 


8. Cf. Life of Herries, vol. 1, p. 78. 


9. The total payments in 1813, according to the writer’s tabulation, are well over half 
the entire declared value of British manufactures exported. 


if 
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TaBLeE V.— ConTINENTAL British Wark EXPENDITURES; AVERAGE 
PERCENTAGE DEVIATIONS IN PRICE OF SitvER; BANK OF ENGLAND 
AVERAGE RESERVE, ANNUALLY, 1793-1820 


(1) Bills drawn, and bills and specie remitted, for the British armies in Europe. 

(2) Bills drawn, and bills and specie remitted, for British subsidies, loans, and pay- 
ments to foreign states and diplomatic agents. 

(3) Total of (1) and (2). 

(4) Estimated value of grain imports into Great Britain in excess of £2,000,000. 

(5) Grand totai of preceding items. 

(6) Average annual percentage deviati from par of Spanish silver dollars 
(Unit: 1 per cent). 

(7) Average annual reserves of the Bank of England (Unit: £1,000,000). 


(Unit: (1) to (5), £1,000,000) 

















Year | (1) (2) avs | © | ety] © (2) 
1793 | 6 8 14 f.... | 14 |-10] .... 
1794 | 2.3 3.0 53 | .... | 53 ]-16] 67 
1795 | 4.4 5.1 94 || .... || 94 |4+24| 54 
1796 | 1.0 3.4 4.5 25 | 7.0 |+42] 23 
1797 2 1.4 16 | .... | 16 |+417] 31 
1798 2 2 B & .«-. 3 1-10] 64 
1799} 13 2.1 34 || .... | 34 +51] 7.0 
1800 | 1.1 3.4 4.5 68 | 11.3 +112] 54 
1801} 1.7 2.2 3.9 8.2 || 12.0 |+15.9] 45 
1802} 6 8 1.4 2 15 |+95] 40 
1803 | 2 B| “2 goon 3 |+78| 36 
1804} 1 6 fe 7 |+70] 48 
1805} 8 1.9 2.7 18 |} 45 +71) 67 
1806 | .7 11 18 j.... | 18 |+100] 61 
1807 | 1.7 9 26 || .... | 26 |+97] 65 
1808 | 3.9 2.8 66 || .... | 66 +72] 64 
1809 | 5.6 2.7 8.4 7 || 91 +102] 4.0 
1810| 68 2.3 9.1 51 || 141 |]4+144] 3.4 
1811 | 11.6 22 || 138 || .... || 138 |!+211] 33 
1812 | 13.0 18 || 148 || .... || 148 | +280] 3.0 
1813 | 17.9 8.2 || 26.1 2 || 23 || +382] 26 
1814} 15.5 68 || 223 8 || 231 ||+264] 2.2 
1815 | 7.0 49 || 119 || .... | 119 || +184] 3.0 
1816 | 1.3 1.6 29 || .... | 29 |/+23] 66 
1817 | Negligible | Negligible || Negligible| 4.4 || 4.4 || + 5.4| 108 
gig | “ . “ 89 | 89 || +116] 7.8 
s19| “ . . 22 | 22 |+7.2| 39 
1820| “ . “ 7 7 +15] 7.3 
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bills and of specie in the open market. In all these com- 
plicated operations Mr. Herries had the valuable assist- 
ance, between 1813 and 1815, of Nathan M. Rothschild, 
probably the foremost private financier of his day. 
Rothschild utilized his numerous powerful connections 
with Frankfort, Amsterdam, and other Continental 
centers in handling what in those days were prodigious 
sums. 

It would be desirable to supplement these estimates 
for the heavy foreign military expenditure by statistics 
of the British balance of trade. This, unfortunately, is 
impossible. During this period the Custom House re- 
corded imports and exports at fixed ‘‘ official” valuations 
based upon the prices of the goods toward the close of 
the seventeenth century. No declared valuations were 
introduced until 1798, and then only for exports of Brit- 
ish manufactures. After many attempts and much con- 
sideration, the writer concluded that it was wholly 
impracticable to reduce the official values to even 
roughly approximate actual values.' 

There is one item of importance, however, which can 
be used to supplement our foreign-payment calculation, 
namely, the estimated value of unusually large importa- 
tions into Great Britain of foreign wheat and other grain 
during years of poor domestic harvests. Taking two 
million pounds as the value of grain which would be 
considered the maximum imported during normal years 

1. Of course, trade statistics in this form do give us something which is useful in an- 
other way: they are a rare example of indices of changes in the volume (at constant 
prices) of imports and exports. Since this has some bearing on our discussion, these 
values (taken from Parl. Papers, 1898, vol. 85) have been plotted on a logarithmic scale 
on Chart I. This shows that the aggregate quantities of exports and imports, during the 
period of war and inconvertible paper, expanded and fluctuated fairly well in unison, 
altho the volume of exports tended to increase at a slightly more rapid rate. There was, 
however, during the period a decided downward trend in the prices of some leading ex- 
ports, particularly cottons; also, the exports included supplies consigned abroad for 
military purposes. We may conclude, however, that the adverse balance of military 


payments of itself caused no important readjustments in the volume of foreign commerce 
which might have compensated the rise of the exchange rates against England. 
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of no special crop deficiency, the excess above this 
would roughly represent extraordinary outlay which 
could not be balanced by immediately available com- 
modity (or “‘service”) exports. Such purchases of for- 
eign “‘grain” (which came mostly from the Baltic region 
and involved higher prices than would have prevailed in 
times of peace) are analogous to the item of army and 
subsidy bills, which demanded immediate payment and 
acted at once upon the sensitive exchange market. To 
the war expense account in Table V there have, ac- 
cordingly, been added for certain years of scanty har- 
vests these estimates of the value, in excess of two mil- 
lion pounds, of all grain imports.” 

The grand total (column 5) in Table V, which in- 
cludes unusual grain imports alone after 1816), is our 
final set of figures indicative of the magnitude and the 
variation of the Continental military expenditure and of 
one important commercial debit. In this same table 
(column 6) are given the average percentage deviations 
from par of the price of silver in London. While Eng- 
land, in the absence of the Bank suspension, would have 
been on a virtual gold basis during this time, it is pos- 
sible to secure only scattered quotations for the price of 
gold. Since silver was largely used, however, in transac- 
tions with the Continental countries, the average price 
per ounce of Spanish dollars may be regarded as the 
most trustworthy single index, not only of the price of 
specie, but of the general drift of foreign exchange move- 
ments, inasmuch as bills of exchange and specie are 
merely alternative means of foreign remittance. 

On Chart II our calculations of the extraordinary 
foreign payments are brought into graphic comparison 
with the percentage deviations from the par of silver. 

2. Taken from the Pamphleteer, 1818, vol. 15, p. 285. The series there given agrees 


exactly with data given in Parl. Papers, 1812-13, vol. 12, so far as the latter go, and ap- 
pears to be sufficiently accurate for our purpose. 
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During the years 1794-96, while bullion was still easily 
obtainable at the Bank, the payments caused a heavy 
drain of specie without much affecting its market price, 
and it was this drain which mainly precipitated the Bank 
suspension.? Upon the whole, the agreement between 
the curves is striking and strongly supports the opinion 
of an important degree of causal relation from heavy 
adverse balances of expenditure to a high price (in 
sterling currency) of bills on other countries and of 


specie.‘ 

The belief that the domestic price of specie was mainly 
raised through alterations in the relation of its demand 
and supply during these years is further supported by a 
third curve on Chart IT, showing the annual average re- 
serves, including coin and bullion, of the Bank of Eng- 
land.> Every interval of heavy remittances carried 
down their reserves, which were sacrificed to the im- 
pelling demands of the public service. After the emer- 
gencies passed, the reserve continued to dwindle for a 
time and was then slowly built up again. To contem- 


3. Mr. R. G. Hawtrey, of the Treasury, has argued that it was not the military remit- 
tances which mainly occasioned the outflow of specie, but rather the return of France to 
a metallic basis after the collapse of the Assignats. (See Currency and Credit, 1919, pp. 
259 ff.) There is doubtless some truth in this, altho just why much gold should have 
flowed into France from abroad is not wholly clear. Mr. Hawtrey further remarks: 
“It must be remembered that this effect [of the military payments] would be no greater 
than that of the investment of the same amount abroad in peace time.’ This seems to 
the present writer definitely erroneous; capital flows abroad in peace time because there 
is a surplus of it seeking a profit; remittances have to be made in the emergency of war 
irrespective of conditions in the capital market and in the face of existing military and 
naval obstructions, which affect the rates of insurance and commission. 

No attempt was made in this study, and it is improbable that the data exist, to esti- 
mate the net freight and insurance charges payable by British merchants, or the amounts 
remitted abroad for interest on the public debt and other investments held by foreigners. 
The former item was probably fairly large in some years of the war, especially when neu- 
trals were engaging in the profitable game of defeating the Continental System. The 
latter item was probably of little importance. 

4. In 1811-12 the price of silver was maintained by adverse trade balances with 
northern Europe, partly arising from the Blockade measures. 

5. Averaged from accounts of the Bank from 1794 to 1830, in the possession of the 
writer. See Review of Economic Statistics, October Supplement, 1923, for a descrip- 
tion of these data. The averages are of semi-monthly figures of the Bank’s holdings 
of coin and bullion. 
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porary controversialists all such facts were either un- 
known, or known in such fragmentary form as to render 
them valueless for convincing argument. 

The restoration of the gold standard was not accom- 
plished until some six years after Waterloo. In 1817 
steps toward resumption were undertaken by the Bank; 
but, unfortunately, their carefully accumulated reserve 
was quickly drained away in 1818 by an unexpected 
shift in the commercial balance. It was then proposed 
(after a Parliamentary inquiry in 1819) to resume coin 
payment on May 1, 1823, after a gradual “‘stepping- 
down” process which had been suggested by Ricardo.® 
An agreement between the Bank and the government, 
however, established full resumption on May 1, 1821. 
Price deflation began long before the resumption, being 
promoted by many failures among the unsubstantial 
country banks and business houses in 1815-16 and 
again in 1819. Even the price of specie and the ex- 
changes had substantially touched par in 1816 after the 
strain upon the remittance mechanism was relieved. 





NorMAN J. SILBERLING. 
UNIVERSITY OF CALIFORNIA. 


6. ‘Under this the Bank was for a time to have paid in . . . ingots of bullion only, 
first at the rate of an ounce to 81s., then to 79s. 6d., and lastly, at the coinage rate of 77s. 
104d. before beginning to pay in coin on May 1, 1823.” Cannan, Paper Pound, p.xxxiv. 
See for the details of this proposal, Ricardo’s Ingot Plan, by J. Bonar, Economic Jour- 
nal, Sept. 1923. 




















THE DENOMINATIONS OF THE CURRENCY 
IN RELATION TO THE GOLD PROBLEM 


SUMMARY 


-The possibilities of a credit expansion based on the vast stock of gold 
in Federal Reserve banks, 234. — Federal Reserve notes in denomina- 
tions of $10 and $20 displaced gold certificates of the same denomi- 
nations, 239. — Statistics on reserve notes, gold certificates, money in 
circulation, 240. — Proposed withdrawal of $10 and $20 reserve notes 
and substitution of gold certificates, 244. — Advantages of the plan, 247. 


THE monetary gold stock of the United States has 
more than doubled since July 1, 1914. It is now well 
above four billion dollars, and is increasing at the rate of 
twenty-five or thirty millions per month. The greater 
part of this accumulation is directly or indirectly the 
outgrowth of the World War. The principal currency 
problem before the country to-day relates to the influ- 
ence of this accumulation on total monetary circulation 
and on the volume of bank credit. 

Tho the problem grows out of extraordinary condi- 
tions and is presumably only temporary in character, 
no large part of our gold holdings is likely to be with- 
drawn in the near future. It will probably be some years 
before the restoration of settled financial and currency 
conditions in Europe will lead to a resumption of the 
normal pre-war gold flow. Meanwhile, it is rather gen- 
erally felt that these gold holdings conduce to inflation 
of currency and credit. The potential difficulties of the 
situation are heightened by the concentration of the 
gold in the Federal Reserve banks, which now hold three 
fourths of our total stock. 

It has frequently been observed that the use made of 
the lending power of banks is affected by the temper of 
234 
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the business community.! Since 1920 that temper has 
not generally favored expansion. Business has been 
moving cautiously, but its speed may be quickened at 
almost any time. Renewed activity would soon aug- 
ment the demand for bank loans. Now, banks do not as 
a rule hold any large amount of unused lending power. 
But this fact constitutes no considerable bar to en- 
hanced business activity. Everyone knows that abun- 
dant support for credit expansion is available in our con- 
centrated gold holdings. 

If business improvement should lead to more rapid 
expansion of bank loans than of the volume of trade and 
production, a marked rise of prices would be all but in- 
evitable. But the rise would be very irregular. Conse- 
quently many classes would suffer a relative loss of pur- 
chasing power. Banks would again experience frozen 
credits, and the facilities of the reserve banks would 
again be extensively availed of. In short, a repetition of 
the speculative boom and collapse of 1919-20 would be 
the lot of American business. Rising prices here would 
tend to strengthen the foreign exchanges, and it is not 
improbable that a considerable amount of European 
gold would be recalled. If so, the difficulties incident to 
deflation might be intensified.? 

There have been many suggestions of methods by 
which to avoid or minimize the price inflation threatened 
by the presence of this abnormal supply of gold. Some 
of these suggestions are quite artificial in character. But 
the desired end can be achieved by the simple device of 
adjusting the denominations in which important ele- 
ments of the currency circulate, in such a way as to avoid 
competition between them. By this means a billion 





1. Cf. Taussig, Principles of E ics, 2d edition, vol. i, p. 437. 

2. For an excellent statement of the inflationary possibilities of the situation, see 
Bullock, Sprague, and Donham, “Federal Reserve Bank Policy,” Harvard Business 
Review, vol. i, pp. 132-138. 
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dollars or more of the gold now in the Federal Reserve 
banks might be definitely placed in circulation in the 
form of gold certificates. Our gold holdings might thus 
be subjected to a degree of control which would in large 
measure obviate the danger in the present situation, 
and at the same time maintain the availability of the 
gold for use when trade conditions require. The opera- 
tion of the remedy here proposed will appear more 
clearly after a review of recent developments in our 
currency system, and particularly of the methods by 
which our gold holdings have been so largely placed 
under control of the Federal Reserve banks. 

From 1900 until the establishment of the Federal 
Reserve banks, the principal currency problem of the 
United States related to elasticity. In the main, such 
elasticity as was secured was dependent on imports or 
exports of gold resulting from the slow-moving forces of 
international trade and finance. Aside from the emer- 
gency currency provided for in 1908 and availed of only 
in the late summer of 1914, there was no element of our 
currency specially designed to provide elasticity prior 
to the issuance of Federal Reserve notes. Bank deposit 
currency was of course more elastic, but it does not meet 
all needs for media of exchange. 

Conditions growing out of the World War have inter- 
rupted the free movement of gold in world trade. As a 
consequence, the elasticity of our circulation is now al- 
most wholly dependent on Federal Reserve notes. Their 
elasticity in turn is in considerable part conditioned on 
the free interchange of reserve notes and gold, but is 
affected also by the denominations and the relative 
volume of reserve notes and gold certificates. 

Gold in the hands of the people largely takes the form 
of paper certificates which, in a sense, may be regarded 
as competing with reserve notes. When gold or gold 
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certificates are withdrawn from circulation through de- 
posit in banks, they tend to enter into the holdings of 
Federal Reserve banks, where they function as reserves 
or as complete cover for reserve notes outstanding. The 
gold and gold certificates held against reserve notes are 
at the present time in excess of 90 per cent of the amount 
of notes in actual circulation.? The reserve notes are 
thus virtual gold certificates, supplanting gold currency 
in the hands of the people. 

Our total estimated monetary stock on July 1, 1914, 
was about $3,750,000,000, of which rather more than 
half consisted of gold; it is now in excess of $8,750,000,- 
000, of which 47 per cent is gold.‘ Large amounts of the 
precious metal were sent in during the earlier years of 
the war in payment for American exports of merchan- 
dise. This, together with the output from domestic 
mines, brought our gold stock above $3,000,000,000 
just before our entry into the struggle; our total mone- 
tary stock reached $5,300,000,000. Largely because of 
restrictions on the international movement of gold, 
there was comparatively little change in our stock dur- 
ing the period of our participation in the war. In the 
latter part of 1919 an export movement set in which 
within a year reduced our holdings some $400,000,000. 
But since the middle of 1920 the increase of gold in the 
country has been continuous. A great part of Europe’s 
normal stock of gold has been transferred to this coun- 
try. Our total holdings constitute about 40 per cent of 
the world’s monetary gold.*® 

3. The statement of Federal Reserve Agents’ Accounts as of November 28, 1923, 
shows notes in circulation, $2,246,300,000; gold collateral, $2,104,845,000. The total 
amount of gold and gold certificates held by or for Federal Reserve banks was $3,112,- 
436,000. 


4. Circulation Statement; prior to July 1, 1922, in the form published in the Federal 
Reserve Bulletin. 


5. Based on Joseph Kitchin’s estimate in the Review of Economic Statistics, 1921, 
Pp. 263. 
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On July 1, 1914, all but about $250,000,000 of our gold 
stock of $1,890,000,000 was outside the Treasury, in the 
hands of the public or in the banks. When the Federal 
Reserve banks were established in 1914, national banks 
transferred to them in gold a considerable portion of 
their reserves. Moreover, the issuance of Federal Re- 
serve notes contributed to the accumulation of gold in 
Federal Reserve banks. 

It was originally provided that Federal Reserve notes 
should be issued only against paper accepted for re- 
discount or purchased by the Reserve banks. The gold 
reserve of 40 per cent was intended only to ensure con- 
vertibility and was not regarded as collateral. During 
their first years comparatively little eligible paper was 
offered to the Reserve banks, and no very large amount 
of notes could be kept outstanding against such secur- 
ity. To meet the demand for the new currency, the 
practice soon developed of issuing notes in precise con- 
formity with the statute, and then of substituting actual 
gold from the vaults of the Reserve banks for the collat- 
eral of discounted paper in the hands of Federal Re- 
serve agents. This was an adaptation of the method 
provided by the Federal Reserve Act for the retirement 
of reserve-note circulation. The collateral so released 
could under this process again be used to take out fur- 
ther issues of notes. Largely by use of this indirect 
method, nearly $400,000,000 of Federal Reserve notes 
had been issued prior to our participation in the war. As 
the notes were placed in circulation, gold coming to the 
banks in deposits could readily be withdrawn from cir- 
culation into Reserve-bank holdings. 

It had been argued in the Federal Reserve Board that 
a considerable degree of concentration of gold in the 
Reserve banks was desirable if the banks were to fulfill 


6. Willis, The Federal Reserve System, pp. 858-861. 
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their proper functions. As a step toward this end it was 
urged that notes should be issued against gold as well as 
against discounted paper.’ Our entry into the war em- 
phasized the argument for concentration and brought 
about the amendment of June 21, 1917. This act re- 
cognized the absurdity of the indirect or ‘‘back-door”’ 
method of note issue and provided that notes might be 
issued directly against collateral of gold in the hands of 
reserve agents. Reserve notes continued to increase in 
amount with great rapidity thereafter and throughout 
the post-armistice credit expansion, with only a tem- 
porary falling off during the early months of uncertainty 
in 1919. From the peak of $3,400,000,000, attained at 
the end of 1920, the amount outstanding declined to 
about $2,125,000,000 in the middle of 1922. Since that 
date there has been a moderate increase.*® 

This great increase in the amount of Federal Reserve 
notes issued was effected largely by use of the denomina- 
tions of $5, $10, and $20, which form so large a part of 
our hand-to-hand currency. More than three fourths of 
all Federal Reserve notes issued are in these denomina- 
tions, and roughly two thirds of all paper currency out- 
standing in these denominations consists of Federal 
Reserve notes.’ Had it not been possible to issue these 
notes in these denominations, the total issue could 
hardly have reached such large amounts. 

Moreover, the issue of reserve notes has in part been 
effected by the driving out of other forms of paper cur- 
rency. In the $5 denomination, however, Federal Re- 
serve notes have not so much crowded out other cur- 
rency as facilitated the release of greenbacks and silver 
certificates for use in $1 and $2 denominations. Altho 

7. Willis, The Federal Reserve System, pp. 875-880. 
8. Weekly Statement of Federal Reserve Banks. 


9. These and other statements as to denominations are based on the Monthly State- 
ment of Paper Currency of each Denomination Outstanding. 
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legally available,' national-bank notes have not been 
issued in these denominations, nor has the amount of $5 
national-bank notes been materially affected by the 
great increase in Federal Reserve notes of this denomi- 
. nation. 

The influence of Federal Reserve notes in displacing 
other forms of paper currency appears strikingly in the 
case of denominations of $10 and $20. On June 30, 1917, 
Federal Reserve notes constituted one fifth of all paper 
currency outstanding in these denominations. From 
that date to the end of 1920, $2,000,000,000 of $10 and 
$20 reserve notes were issued. Their proportion of the 
total currency in these denominations rose to three 
fourths. 

While the volume of $10 and $20 Federal Reserve 
notes was increasing, the amount of all other forms of 
paper currency outstanding in corresponding denomi- 
nations decreased $650,000,000; the amount of gold 
certificates alone decreased from $769,000,000 to $179,- 
000,000. The table on page 241 shows for the more 
important denominations the changes in the amount of 
reserve notes and gold certificates issued from the Trea- 
sury. While the substitution of reserve notes for gold 
certificates was effected on a larger scale, and perhaps 
more easily, in the case of the smaller denominations 
which enter into hand-to-hand circulation, it occurred 
also with respect to some of the larger denominations. 

Altho the gold stock was reduced by some $300,000,- 
000 between June 30, 1917, and December 31, 1920, the 
primary cause of the decrease of the gold certificates 
outstanding was the progressive absorption of gold by 
Federal Reserve banks, whose holdings rose in the in- 
terval from $1,295,000,000 to $2,059,000,000. Pub- 
lished figures do not show separately the amount of gold 


1. Act of October 5, 1917. 
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Reserve Nores anp Gotp CrErtiFIcATES OUTSTANDING * 














(in millions of dollars) 
Federal Reserve notes Gold certificates 
Denomination 

(dollars) June 30, | Dec. 31, | Nov. 30, | June 30, | Dec. 31,| Nov. 30, 

1917 1920 1923 1917 1920 1923 

5 120 545 507 os nF aan 

10 180 972 668 438 92 164 

20 170 1409 905 331 87 282 

50 33 341 242 80 31 66 

100 44 294 231 112 48 96 

All others ores 175 167 1132 519 768 

Total 547 3736 2720 2093 777 1376 


























* Compiled from Monthly Statement of Paper Currency in each Denomination 
Outstanding. 
certificates absorbed. A large part of the gold owned by 
the Federal Reserve banks is held by the Treasury, but 
is counted by the banks as actual gold, altho it may have 
been received in the form of certificates. 

The substitution of reserve notes for gold in the pro- 
cess of gold absorption between the middle of 1917 and 
the end of 1920 is also reflected in the decline in the 
amount of gold and gold certificates of all denomina- 
tions outside the Treasury and the Reserve banks, which 
is officially regarded as money in circulation. As indi- 
cated in the accompanying table, this decline exceeded 
$1,100,000,000, of which $880,000,000 represented cer- 


Money 1Nn CrrcuLatIon * 


(in millions of dollars) 

Kind of money July 1, 1917 Jan. 1, 1921 July 1, 1922 Dec. 1, 1923 
Federal Reserve notes .. 508 3349 2139 2237 
IR 0k vse ncsesea 594 357 417 400 
Gold certificates ........ 1093 212 173 533 
yi | re 1687 569 590 933 
Total money ........... 3946 5501 4376 4923 


* Circulation Statement. 
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tificates. During the same period the amount of reserve 
notes in circulation increased no less than $2,800,000,000. 

The amount of gold certificates in circulation con- 
tinued to decline after 1920, going as low as $170,000,- 
000 in the summer of 1922. But since that date the need 
for additional currency has been met chiefly by gold 
certificates, which have accounted for two thirds of the 
increase in total circulation. It is an interesting fact 
that the amount of gold coin in circulation has been re- 
latively constant since the middle of 1918, having fluc- 
tuated within that period from a minimum of about 
$350,000,000 to a maximum of about $450,000,000. 

The absorption of gold by Federal Reserve banks was 
furthered also by the provision of the Act of June 21, 
1917, requiring member banks to keep their legal re- 
serves exclusively with the Reserve banks. This provi- 
sion shortly added some $250,000,000 to the gold under 
control of the Federal Reserve banks, despite the ac- 
companying reduction of reserve requirements.’ As a 
consequence of this provision and of the continuing in- 
crease of Federal Reserve notes, an increasing propor- 
tion of our gold holdings has gone into Federal Reserve 
banks since the middle of 1917. The proportion of the 
total gold stock held by or for Federal Reserve banks 
increased from 42 per cent at that time to 80 per cent in 
the summer of 1922. Its subsequent decline to 74 per 
cent is due to the increased circulation of gold certifi- 
cates. Further details of these movements are shown in 
the table on page 243. 

Similar concentration of gold in the central banks was 
a definite goal of war-time economy in all the belligerent 
countries. The method employed in England is espe- 
cially in point. The Bank of England does not issue 
notes of denominations below £5. Smaller denomina- 


2. Annual report of Federal Reserve Board, 1917, p. 12. 
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tions of money were supplied in coin, of which the sover- 
eign and half-sovereign were of gold. The outbreak of 
the war happened to coincide with the holiday season, 
when the demand for cash is normally large. Some of 
the banks were unwilling to pay out cash in the form of 
gold coin, and referred their customers to the Bank of 


Goxp Stock AND REsERVEs * 


Available dates nearest 
June 30, Dec. 31, June 30, Nov.30, 


1917 1920 1922 1923 
Total gold stock (millions of dol- 
NN ook crtiisk os. Uis sesicrbenaoreees 3091 2785 3786 4210 
Gold reserves of Federal Reserve 
Banks (millions of dollars) .... 1295 2059 3021 3112 
Ratio: gold reserves to gold stock 
aes t 42 74 80 74 


* Gold stock from Circulation Statement; reserves from Weekly Statement of 
Federal Reserve Banks. 
England to have the large bank notes changed into 
sovereigns. The Bank was not organized to care for so 
large a demand over the counter; and to meet the need 
for cash, currency notes were issued in the denomina- 
tions of £1 and 10s., which had formerly been available 
only in gold coin. In the first instance, then, these notes 
were used to supply the need for currency of the smaller 
denominations, which was being hoarded by banks and 
the public.* Gradually, however, the issuance of the 
notes had the effect of withdrawing the gold currency 
from circulation. It has been estimated that about 
£120,000,000 gold were thus withdrawn through the 
agency of the currency notes.‘ 

In this country, gold circulates actively only in the 
form of certificates, the smallest denominations of which 
are $10 and $20. Reserve notes of these denominations 
have most directly contributed to the absorption of gold 

3. Withers, War and Lombard Street, pp. 12-16, 29-34. 


4. Monetary Policy (report of a sub-committee of the British Association), p. 25. 
(London: King, 1921.) 
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by the Federal Reserve banks, for the reason that they 
can most readily be substituted in circulation for gold 
certificates of like denominations. On the one hand, 
this competition in active circulation between reserve 
notes and forms of money which may be counted as re- 
serve facilitates expansion of the notes and the im- 
pounding of reserve money in the issuing banks. On the 
other hand, it tends to retard the automatic reduction 
of a redundant currency, because the gold returned to 
the banks in deposits may become the basis of further 
reserve-note issues used in connection with an expansion 
of discount and investment operations. Only continu- 
ing control of these operations by the Federal Reserve 
Board could suffice to prevent such an increase of note 
issues. 

At present, however, two strong forces tend to obviate 
this result. Federal Reserve notes have for some time 
been so much in excess of gold in circulation that de- 
posits reaching Reserve banks inevitably consist in large 
part of reserve notes, which are thus automatically re- 
tired from circulation. In the second place, the Federal 
Reserve Board has definitely adopted for the guidance 
of Reserve banks the principle that open-market invest- 
ments should “‘be governed with primary regard to the 
accommodation of commerce and business and to the ef- 
fect of such purchases or sales on the credit situation.’’® 

The possible difficulties attendant upon the concen- 
tration of our gold stock in the Reserve banks would have 
been largely obviated if the issuance of $10 and $20 re- 
serve notes had been discontinued some time ago. By 
paying out freely gold certificates in these denomina- 
tions, Federal Reserve banks might have supplied the 
channels of circulation and have made possible a more 
rapid retirement of reserve notes as they reached the 


5. Federal Reserve Bulletin, May 1923, p. 543; July 1923, p. 770. 
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issuing banks. In this way the accumulating gold would 
have been gradually passed into circulation and would 
have been less likely to occasion concern for the stability 
of our price system. At this time the adoption of such a 
policy would materially reduce the existing concentra- 
tion of gold. It may be estimated that there are in ac- 
tual circulation about $1,300,000,000 of reserve notes in 
denominations of $10 and $20.° If gold certificates of 
corresponding denominations were substituted for them, 
our excess gold would become so imbedded in circulation 
as to obviate apprehension. 

It is true that some of the Reserve banks, especially 
the New York bank, have for some time past been pay- 
ing out gold certificates freely. But it is evident that 
this action is largely ineffectual in putting gold defi- 
nitely into circulation unless a common policy in this 
regard is adhered to by the twelve banks. Both the 
total amount of reserve notes and the amount in de- 
nominations of $10 and $20 have increased rather than 
decreased since the summer of 1922. If the Federal 
Reserve Board had merely declined to authorize further 
issues of reserve notes in these denominations, their 
amount would have been gradually reduced, and much 
greater opportunity would have been afforded for the 
distribution of plethoric reserves in the form of gold 
certificates. 

The withdrawal of the $10 and $20 reserve notes 
would not affect the total amount of our monetary cir- 
culation. It would simply change its composition and 
give us a much broader basis of gold currency in circula- 
tion among the people and among non-member banks. 
Our currency would resemble that of England prior to 
the outbreak of the war, when gold formed so large a 


6. The amount of $10 and $20 reserve notes which has found lodgment abroad can 
hardly be large enough seriously to affect the proposed solution. 
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proportion of hand-to-hand currency and constituted a 
reservoir upon which draft could be made in case of 
need. 

This principle of avoiding competition in denomina- 
tions between the elastic element of the currency system 
and the forms of currency which may be used for reserve 
purposes has had perhaps its best illustration in the 
Canadian monetary system.’ There, for many years, 
Dominion notes have been issued in denominations of 
$1, $2, $4, and $5 for circulation in the hands of the 
public, and in denominations from $50 to $5000 for use 
in bank reserves. As a matter of fact, the great bulk of 
the notes is outstanding in the denominations of $5000, 
while the next most important denominations are the $1 
and $2 notes. Notes of the $5 denomination are unimpor- 
tant in amount.’ Bank notes, it must be remembered, 
are not permitted in denominations under $5. Conse- 
quently, they cannot be substituted for other currency 
in the hands of the people, and flow in and out of the 
banks with a remarkable degree of responsiveness to 
trade needs. 

While our currency system has not taken advantage 
of this principle to secure elasticity, there have been 
several occasions in our monetary history when legisla- 
tion was built on this tendency of notes of small denomi- 
nations to remain in circulation. The tendency had been 
clearly demonstrated in the history of state-bank notes 
issued prior to the Civil War. With this experience in 
mind, Congress at first prohibited the small denomina- 
tions of greenbacks. Again in 1886, silver certificates in 
small denominations were authorized as a means of 
forcing silver currency into circulation, despite the ten- 
dency to discriminate against it. Room was made for 


7. See Johnson, Canadian Banking System, p. 15. 
8. Canada Year Book, 1921, p. 711. 
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the silver certificates by discontinuing the issue of $1 
and $2 greenbacks. In 1893 the issue of gold certificates 
was suspended, in order to force the use of greenbacks 
and Treasury notes and minimize their presentation for 
redemption in gold. Throughout the entire period of 
struggle to maintain the gold reserve, it was the notes of 
larger denominations which were the instruments in de- 
pletion of the gold reserve. The evidence suggests that 
smaller denominations were so imbedded in the circu- 
lation that it was impracticable to withdraw them for 
presentation for gold.® 

The proposal here made for control of our excess stock 
of gold is intended to affect the degree of its concentra- 
tion in Reserve banks by putting it into active circu- 
lation, where it would not be immediately available as 
reserves on which an extension of discount and invest- 
ment operations could be based. The ownership of the 
gold paid out in the retirement of reserve notes would be 
transferred from the Reserve banks to the Treasury’s 
trust fund against outstanding gold certificates. From 
the point of view of the banks, the loss of gold reserves 
would be to a considerable extent offset by the reduction 
of note liability. If all reserve notes in the denomina- 
tions of $10 and $20 were replaced by gold certificates, 
the reserve ratio would fall perhaps 10 or 12 points. The 
possible extent of credit expansion, however, would be 
reduced in much larger proportion. If conditions should 
suggest the desirability of further reduction of the gold 
holdings and reserve ratio of the Reserve banks, the 
withdrawal of reserve notes could readily be extended to 
other denominations. At the same time adjustments 
could be made in the denominations of other forms of 
paper currency, in order to meet the needs of circulation. 


9. On these matters see Agger, “Our Large Change”; Quarterly Journal of Eco- 
nomics, vol. xxxii, pp. 257-277. 
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It will be noted that the plan is based on the insistent 
need for a certain amount of currency in circulation. 
The substitution of gold certificates for reserve notes 
now in circulation would not augment the funds avail- 
able to member banks as a basis of credit expansion. 
Consequently, the control of credit by Reserve banks 
would be at least as great after the surplus gold had been 
placed in circulation as it is now. 

Most of the remedies heretofore suggested for the 
existing gold situation have merely proposed to earmark 
for future emergency use that part of the gold stock con- 
sidered excessive. Any sudden reversal of policy with 
respect to this earmarked gold would at once restore 
whatever ground for uneasiness may lie in the present 
situation. On the other hand, the denominational con- 
trol of Federal Reserve notes and gold certificates here 
suggested would obviate this difficulty and would of 
necessity render any changes in the situation gradual in 
their operation. Furthermore, the plan would not for 
the present appear to require Congressional action, and 
could be initiated with great promptness. Under exist- 
ing law, Federal Reserve notes are to be issued at the 
discretion of the Federal Reserve Board and are made 
available to the several banks only after application to 
the local Federal Reserve agent.’ It therefore seems that 
the Federal Reserve Board might determine the denom- 
inations in which the reserve notes may be issued within 
the limits specified in the statute. 

Altho this plan would render the excess gold tempor- 
arily unavailable, it would not be irrecoverably sunk in 
the circulation. The war-time experience of European 
countries, and of England in particular, demonstrates 
the feasibility of recovering gold from circulation 
through the issuance of notes in denominations corre- 


1. See section 16, Federal Reserve Act. 
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sponding to those in which the gold circulates. Our use 
of certificates would render such a recovery easier of ac- 
complishment in this country than it was in Europe 
generally. If conditions should again render it especially 
desirable to concentrate gold in the hands of the Federal 
Reserve banks, restoration of the denominations of $10 
and $20 would soon permit the substitution of large 
amounts of reserve notes for gold certificates in circula- 
tion. In other words, gold might again be mobilized for 
any great emergency, just as it was after our entry into 
the war, and the eventual return of our excess holdings 
to Europe could be accomplished with much less dis- 
turbance to prices and business than may result if it 
remains in the custody of the Reserve banks. 


OutverR Cary LOCKHART. 














FAMILY ALLOWANCES AND CLEARING 
FUNDS IN FRANCE 


SUMMARY 


Introduction. The background out of which family allowances have 
developed. —I. Family allowances to governmental employees and 
by firms not affiliated with clearing funds. The payment of allowances 
for children of governmental employees, 252.— The adoption of this 
system by local governments, 253. — Family allowances on the rail- 
roads, 254. — Coal mines, 255. — II. The growth of clearing funds. — 
The beginnings of the clearing-fund movement in Grenoble, 257. — Ex- 
traordinary growth during 1920, 259. — Extent and scope of clearing 
funds, 260.— III. Allowances granted under the clearing funds. — 
Types of allowances given and amounts, 264. — Development of home 
visiting and social work, 265. — Degree to which allowances are ade- 
quate to meet extra expense occasioned by children, 267. — Ratio of al- 
lowances to pay-roll, 268. —IV. Further features of allowances, 269. — 
Rules concerning eligibility of worker and child for benefit, 270. — Prac- 
tice as regards absenteeism, short time, and unemployment, 271. — 
V. Structure of the funds. — Trade vs. regional funds, 273. — Reasons 
for each, 274. — Tendency for regional funds to subdivide into federa- 
tions of trade funds, 274. — Methods of allocating contributions to be 
made by the employers, 275. — Payment of allowances by firms or by 
funds, 280. — Payment to father vs. payment to mother, 281. — VI. 
The Bokanowski proposal, 284. — Sweeping features of proposed law, 
285. — Opposition of employers prevented its enactment, 285. — The 
system imposed, however, on contractors for State work, 286. — State 
assistance to large families, 287.— VII. Why employers have intro- 
duced the system, 288. — Desire to avoid wage increases for all em- 
ployees paramount reason, 289. — Attitude of trade unionists at first 
hostile, but has recently been modified, 292. — Organized labor wants to 
change system, not abolish it, 293. 


INTRODUCTION 


A NEw system of wage payment is rapidly spreading 
over Continental Europe. The form in which it is ad- 
ministered varies widely from place to place, but its 
common feature consists in granting supplementary al- 
lowances, over and above the wages paid to single men, 
to those workers who have dependent children. 
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Two forces have largely led to this movement. The 
first is the insistent and increasingly recognized demand 
of labor for a living wage. This claim, that need should 
furnish the basis for fixing minimum wages, was rein- 
forced by the collective measures taken for the purposes 
of national efficiency by the various governments, to- 
ward ensuring at least a minimum of subsistence to its 
civilian population as well as to its military forces. The 
second force is the relative poverty in which Europe has 
found itself as a result of the war. 

The combination of the two factors led inevitably to 
some such method of payment as the family allowance 
system. For it becomes evident upon an analysis of the 
national income that it would be difficult, if not impos- 
sible, for even such a wealthy country as our own to 
guarantee to all workers enough to maintain, for ex- 
ample, a family of five. For the war-strained countries 
of Europe, such a burden is out of the question. More- 
over, it is apparent that the workers do not in fact have 
a uniform number of dependents but a widely varying 
number. If wages are, then, to conform to need, the 
minimum cannot be uniform but must be variable. 
The war-time system of food rationing has made it 
easier for the popular mind to recognize the justice of 
such a measure. No one would have proposed as a basis 
for rationing that the unmarried worker needed as much 
sugar or flour as his fellow employee who was a father of 
a family. The absurdity of giving uniform allowances 
of food to men with unequal numbers of mouths to 
feed was so patent that it led naturally to the inquiry 
whether it was any less absurd to give these same men 
equal amounts of money to spend for food. 

At the same time, the universally adopted system of 
separation allowances for the families of men in military 
service, which were graduated according to the number 
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of dependents, suggested to the employers of civilian 
labor that a similar method might help to solve their 
dilemma. The needs of the fathers of families might 
thus be met without increasing the wages of those who 
did not need the extra grant. With a rising price level, 
this has frequently meant in practice that the married 
worker has been protected by means of deflating the real 
wages of the unmarried — wages that were formerly 
considerably in excess of physical need. 

The result has been that practically every government 
in Europe has adopted some such system of allowances 
for its own civilian employees, and that thousands of 
private establishments, giving employment to not far 
from eight million workers, have followed suit. 

It is the purpose of the present article to trace the 
growth of this system in France, where the most ma- 
turely developed experiments along this line have been 
made, and to analyze the nature of the systems that 
have been set up. 


I. Famity ALLOWANCES TO GOVERNMENTAL EM- 
PLOYEES, AND BY FIRMS NOT AFFILIATED 
WITH CLEARING FUNDS 


It should not be inferred from what has been said that 
family allowances are entirely a new development, for 
the French government made such grants as long ago 
as 1862, to sailors with dependent children. From 1910 
on, the same principle was extended to successive groups 
of civil servants. 

The rapid war-time increase in the cost of living bore 
with especial severity upon governmental employees, 
whose salaries, even with the cost-of-living bonuses that 
were granted, fell far behind the rise in living costs. 
In 1917 Parliament passed, therefore, an act providing 
for government employees family allowances of 100 
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francs annually for every dependent child who was un- 
der sixteen years of age or, if older, was incapable of self- 
support. An appropriation of approximately forty-six 
million francs was made to meet this expense. In Au- 
gust of the same year, the allowances, beginning with 
the third child, were increased to 200 francs, while in 
March 1918 they were fixed at 150 frances for each of the 
first two children and 300 francs for all that followed. 
Finally, in November 1918, an additional temporary 
allowance of 180 francs a year for each child was 
granted. This was made permanent the next year, mak- 
ing the final amounts 330 frances annually for each of the 
first two, and 480 franes for all subsequent children.! 

The system has been adopted widely by other gov- 
ernmental bodies. An inquiry in 1920 by the Ministry 
of Labor showed that no less than eighty departments 
were paying such allowances, only thirteen of which had 
been making such payments before the passage of the 
Act of 1917. Returns from seventy-two departments 
indicated that approximately 13,000 parents were re- 
ceiving such allowances, and that the total payments 
amounted to about seven and a half million francs.” 

The same inquiry disclosed that, without counting 
Paris, no less than 206 of the 310 French cities with over 
10,000 inhabitants were also paying allowances to their 
employees. By far the greater number of these munici- 
palities had adopted the system after the 1917 federal 
law. Like the national government, they seem to have 
granted the allowances in order to relieve at once the 
pressure upon employees with families, without paying 
commensurate increases to the bachelors and to those 
without children. Nineteen of the cities, however, were 
paying such allowances as early as 1914.* 


1. Fora description of the foregoing see Les Allocations pour Charges de Famille, 
Bulletin du Ministére du Travail, 27 année (1920), March, April, May, pp. 100-127. 
2. Bulletin du Ministére du Travail (1920), August, September, October, pp. 367-372. 
3. Ibid. 
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About half of the cities grant uniform allowances for 
each child, irrespective of the number in the family; 
while an equal number have a progressive scale where 
the allowances for the later children are greater than 
those for the first and second child. The practice is most 
firmly entrenched in the larger cities, where the amount 
of the allowances is also larger, averaging from 360 to 
400 francs a year. The city of Paris adopted the scale 
of the national government, and in 1920 was paying 
allowances to approximately 23,000 employees, at an 
annual expense of fifteen million francs. The expense in 
the other municipalities combined amounted to about 
eleven million francs, making a total expenditure by the 
municipal authorities alone of twenty-six millions.‘ 

The seven great railway systems of France have also 
adopted the device of family allowances. Those of the 
Compagnie du Nord and the Compagnie de Paris 4 Or- 
léans date indeed from 1890, while that of the Paris, 
Lyons et Mediterranée was installed in 1892. While all 
the roads had established such systems by 1916, they 
differed greatly as regards both the amounts paid and 
the conditions of eligibility. In 1916, the state got the 
companies to agree upon a uniform system for all the 
lines, which also raised the general level of the allow- 
£ ances. All employees who were heads of families, and 
whose yearly salary amounted to less than 6000 frances a 
year, were to be paid the following allowances for every 
dependent child under sixteen years: 


Child Annual amount (in francs) 
I le oe aa camden was . &0 
OD es oe kc cecacnsncecees 100 (each) 

Each of the following................ .. 200 


The allowance was to be paid to the head of the 
family ; and where it was less than under the old systems, 


4. These are as accurate estimates as can be made from the somewhat fragmentary 
data. 
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the former payment was maintained. In March 1918, 
when the cost-of-living bonuses were increased, the 
amount of the allowances was raised to 150 franes an- 
nually for the first and second child and 300 franes for 
each of the subsequent children. In 1919, the Ministry 
of Labor, apparently to head off possible labor disputes 
on the railways and to create uniformity, granted to all 
permanent employees the same bonus of 180 francs per 
dependent child which had previously been given to 
state employees, making the scale for the railroad work- 
ers the same as that for all governmental employees.°® 
This added expense was assumed by the government 
itself. Tables I and II on page 256 show the numbers 
covered by the measure and the amounts expended. 

In this year, therefore, 119,743,000 francs were paid 
out in allowances, or an average of 366 francs for every 
dependent child. The fathers of families received on an 
average approximately 669 francs, which amounted in 
turn to 287 franes for every worker employed. 

Many of the street railways and other public utilities 
have also adopted the system of the railroad companies 
and of government service, that is, 330 francs for each of 
the first two children and 480 francs for each child be- 
yond the second. 

Family allowances are also paid in one form or an- 
other by most of the French coal mines.’ Even before 
the war, some mines had voluntarily begun paying small 
extra sums to fathers of families, which were generally 
accompanied by additional allowances for other pur- 
poses. In many cases, part or all of these allowances 
were to be forfeited in case the workers were unjusti- 
fiably absent from work. Arbitration awards and joint 
agreements between employees and employers during 


5. The maximum salary scale was by this time appreciably higher than before. 


6. See the statement of M. Buertell, general secretary of the Federation of Miners, in 
Le Peuple, January 21, 1923. 
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and after the war have also created a number of such 
allowances. In the North and in Pas-de-Calais, a 1920 . 
award fixed the allowance at one franc for each depend- ; 
ent child for each day worked. Generally, however, the 
allowances are lower than this. In certain cases, the 
payment of the allowance has been made conditional 


Se I 


TasBLe I. — NuMBER OF WORKMEN EMPLOYED, EMPLOYEES RECEIVING 
BENEFIT, AND CHILDREN FOR WHOM ALLOTMENT WAS PAID BY FRENCH 
Rattways In 1919 











Total number Number of Number of children 
Railway of employees for whom allow- 
employees benefited ance was paid ‘ 
rere 119,000 48,000 83,000 
GI 46,800 25,630 50,976 i 
SS 61,500 30,000 54,400 
Paris-Orléans..... 62,000 28,000 46,100 
Sais shes 86,400 34,000 68,300 
Me. ck 37,000 12,310 21,600 ; 
Ceinture......... 4,000 1,430 2,500 
ae ee 416,700 179,370 326,876 


TasLe IJ. — AmMouNTS PAID OUT IN ALLOWANCES, AND EXPENSE 
BORNE BY THE RAILWAYS AND THE SrarTe, 1919 


TSR: “ene s Ee 








Sum borne by Sum borne by 
Railway company the state Total 
(1000 francs) (1000 francs) (1000 francs) { 
rr 11,472 15,000 26,472 j 
ee 10,909 11,050 21,959 
|i 9,200 9,800 19,000 
Paris-Orléans..... 7,878 8,300 16,178 
F |= ae 11,700 12,300 24,000 
BE carinteei.aigo:4 3,372 3,900 7,272 
ae 385 4,477 4,862 
Me cece coke 54,916 64,827 119,743 


upon the miner working a given number of days per 
month (20 in Savoie), excluding those lost because of ill- 
ness. 

A large number of manufacturing and commercial 
establishments, estimated in 1920 at 500,’ also pay out 


7. Bulletin du Ministére du Travail, 27 année (1920), November-December, p. 493 

















FAMILY ALLOWANCES AND CLEARING FUNDS 257 


allowances directly to those of their employees who have 
children to support. Among the most important of these 
concerns are the great Schneider munition works and the 
Thomson-Houston Company. Most of the large banks 
in France also pay allowances, those paid by the Bank 
of France being especially liberal. 

The Director of the Committee of Family Allowances, 
M. Bonvoisin, estimated in the summer of 1922, after an 
investigation, that the yearly amounts paid out in 
family allowances by all those industries which did not 
participate in the clearing funds was at the least 180,- 
000,000 francs, and that the number of workmen em- 
ployed by these companies was approximately 500,000.*® 


II. THe GrowtTH or CLEARING Funps (CAISSES DE 
CoMPENSATION) 


The French clearing funds (caisses de compensation) 
had their real start in Grenoble.? In 1916, M. Emile 
Romanet, the manager of the Joya works, manufac- 
turers of boilers and of structural steel, after investigat- 
ing the poverty-stricken home conditions of some of the 
older workmen who had families dependent upon them, 
secured the consent of M. Joya to the granting of a small 
allowance of six francs a month for each dependent child 
under thirteen years. M. Romanet then presented the 
problem before the Metal Trades Employers Associa- 
tion of the region, and in the following month they 
unanimously approved the payment of the family allow- 

8. Compte-Rendu, II Congrés National des Caisses de Compensation, 1922, pp. 67— 


68. 


9. For the history of the Grenoble Clearing Fund see E. Romanet, Les Allocations 
Familiales; M. Vialis, Historique des Allocations A Grenoble, in Compte-Rendu, II Con- 
grés National des Caisses de Compensation (1922), pp. 8-15; René Hubert, Salaires, Al- 
locations Familiales et Caisses de Compensation, pp. 6-8. M. Richemond, Allocations 
pour charges de Famille et Caisees de Compensation, Revue d’Economie Politique 
(1920), vol. xxxiv, pp. 596-606. Paul Bureau, La Caisse de Compensation du Syndicat 
des Metallurgistes Dauphinais (8 pp.). 
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ances. A large number of other firms began making such 
allowances, those of two establishments in particular 
being appreciably higher than those of the Joya works. 
In 1918 a struggle over wages broke out, which was 
settled by a decision of an arbitration commission, 
which made the payment of family allowances, equal in 
amount to the highest already granted in the city, oblig- 
atory upon all employers in the industry. 

The payment of the allowances produced a tendency 
on the part of some firms to cut down their expenses by 
discriminating against workmen with families. The 
arbitration commission declared that it was necessary to 
create an employers’ fund, which would equalize costs 
and prevent single or childless workers from being given 
preference in employment. The employers unanimously 
approved the principle, and in May 1918 such a fund 
was formed, which made the family allowances a charge 
upon the local metallurgical industry instead of upon 
each individual employer. The employers contributed 
to this central fund in proportion to the number of their 
employees, the contribution per worker being the same, 
irrespective of the number of children dependent upon 
any given worker. In this way, an employer would 
have no incentive to hire single workers in preference to 
heads of families.! 

In 1919, four additional funds were created, namely, 
those at Saint-Dizier, Rouen, Epernay, and Nantes. M. 
Romanet was untiring in his efforts to popularize the 
new system, and it was fully discussed at the social week 
at Metz, where influential Catholics gathered, and at 
the Congress on the Birth-Rate at Nancy, which en- 
dorsed the plan enthusiastically. 

As a result of all this propaganda, large groups of em- 

1, While this Grenoble Fund was not chronologically the first organization of the 


kind, since a small fund had been established at Lorient a few months previously, it did 
act as the generating center for the growth of the movement. 
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ployers became so interested in the question that the 
movement spread with great rapidity in 1920, when no 
less than fifty-two such funds were established. The 
two most important of these were those organized by 
the manufacturers of Paris and by the textile firms of 
Roubaix-Turcoing, the great textile center of France. 
The former included approximately one thousand estab- 
lishments employing not far from 200,000 workers,? 
while the latter, beginning with 120 firms, soon came to 
include all of the 312 firms that were members of the 
employers associations * and covered some 70,000 em- 
ployees. 

A convention of representatives of thirty of the lead- 
ing funds was held at Roubaix in December 1920, and 
formed a loose federation to study the various problems 
presented by the movement. This body, which has 
since taken the name of Comité des Allocations Fami- 
liales, has centralized information and has carried on an 
active campaign for the establishment of new funds. It 
has held three annual conferences thus far, which have 
been of great assistance to the movement, namely Paris 
(1921), Grenoble (1922), and Nantes (1923). 

The growth continued during the first part of 1921, 
and by July of that year 72 funds were reported as func- 
tioning,‘ and by May 1922, 20 more had been formed, 
making a total of 92. In November 1922, the formation 
of the hundredth fund was celebrated, and by June 
1923, the number had reached 120. Approximately 

2. See Pierre Richmond, La Caisse de Compensation de La Région Parisienne, pp. 
10-11. Also Bulletins du Ministére du Travail (1920), March, April, May, p. 127. 


3. See M. Achille Glorieux, Les Gréves Recentes de Roubaix-Turcoing, La Réforme 
Sociale, tome Ixxxii (May 1922), pp. 264-296. Also M. Ley, Le Sursalaire Familial, 
et les Caisses de Compensation, La Réforme Sociale, tome lxxxii (July-August 1922), 
esp. pp. 434-435. 

4. Compte-Rendu, I Congrés National des Caisses de Compensation (1921) p. 5, 
gives 71 as the number, but the report for the following year, Compte-Rendu, II Con- 
grés, etc. (1922), p. 67, states that 72 were in existence. 
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7600 separate establishments were by then affiliated 
with these funds. The funds are distributed widely over 
the country and are not confined to any one section.° 

Table III shows the approximate number of workmen 
covered by the clearing funds at various times and the 
estimated annual rate of expenditure. 


~ TaBLE III. — Growrn or CLEARING Funps 1918-23 In TERMS 
OF WORKMEN COVERED AND ANNUAL AMOUNTS EXPENDED 








Approximate number of Annual rate of expen- 
workmen employed in | diture in family 

Date establishments belonging allowances at various 

to clearing funds | dates 
(in thousands) (1000 francs) 

May 1918....... 5 | 713 
June 1919....... 37 3,598 
February 1920... 57 4,873 
July 1920....... 398 51,748 
January 1921.... 513 65,832 
July 1921....... 600 75,000 
May 1922....... 700 80,000 
June 1923....... 880 92,000 





It will be seen that the greatest growth occurred during 
1920, and that the later funds have been on the average 
appreciably smaller. 

Adding the number included in those private indus- 
tries and in government service, where no clearing funds 
exist, it seems probable that approximately two and a 
half million workers, or 20 per cent of all those working 
for wages and salary in France, are working under some 
form of the family allowance system, and that between 
300,000,000, and 350,000,000 francs are being paid out 
annually in family allowances. 

The three largest funds are the regional fund of Paris 


5. See the address delivered by M. Eugéne Mathon at the celebration in honor of the 
hundredth fund, in L’Effort du Patronat Frangais. 
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and those of Roubaix-Turcoing and Mulhouse. The 
first had, in September 1922, 195 members whose em- 
ployees numbered 163,000, and was paying out annually 
in allowances 13,500,000 frances. The fund at Roubaix- 
Turcoing included between three and four hundred tex- 
tile firms, employing 72,000 workmen, and was paying 
out 15,000,000 francs in allowances. The Mulhouse 
fund, which includes employers in the district of the 
upper Rhine, had, in September 1922, 135 members, 
who employed 53,000 workmen, and was disbursing 
allowances at the rate of 6,900,000 francs annually. 
These three organizations therefore included about 33 
per cent of all the employees covered by the funds at 
that time, and their allowances comprised 39 per cent of 
the total. Four other large funds are those of Lyons with 
450 member establishments and over 50,000 workmen; 
the building trades fund of Paris with over 4,000 mem- 
bers who employ 50,000 or more workmen; Lille, where 
the hundred members have some 27,000 employees; and 
that of Rouen with not far from 20,000 employees.® 
These seven funds, therefore, include one half of all the 
workmen covered by the 120 funds and disburse ap- 
proximately the same percentage of the allowances.’ 

In 1922, of the 700,000 employees included by the 
funds, only 160,000 were found to be fathers of families, 
and the allowances were paid for 270,000 children.* In 
other words, only 23 per cent of the workers had de- 
pendent children of the ages covered, and the average 
number of dependent children per family was shown to 
be 1.69. Instead of there being two or three depen- 
dent children for each employee, the returns showed that 

6. The 1922 figures are those given by Victor Guesdon, Le Move t de Création et 
d’Extension des Caisses d’ Allocations Familiales, pp. 78-81. 


7. The allowances paid out by the funds of Lille, Lyons, and Rouen, which are com- 
posed of textile firms, are less per employed worker than those of the four largest funds. 


8. Compte-Rendu, II Congrés Nationale des Caisses de Compensation, p. 67. 
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there were approximately only two such children for 
every five employees.? A study of the funds by the 
French Ministry of Labor in 1921 showed that these 
averages varied greatly from fund to fund.'! Thus 60 per 
cent of the employees in the Lorient fund were fathers of 
families, as were 40 per cent in that of Strasbourg. In 
sharp contrast to these figures should be set the fact that 
only 16 per cent of those in Rennes, 13.6 in the Lyons 
dyeing industry fund, and 5.6 in the Thizy textile fund 
were fathers of dependent children. As would be expec- 
pected, the proportion was especially low in the textile 
industry, because of the large number of women and 
children employed. . 

The funds have been almost exclusively recruited 
from the manufacturing industries, especially those of 
textiles and metals. There are, however, some mer- 
chants and some building trades employers in the funds, 
and a few funds are composed exclusively of such em- 
ployers. Agriculture is virtually untouched by either 
the family-allowance or clearing-fund system. Four 
small funds have been started, but each contains only 
relatively few members and their growth has been dis- 
couragingly slow.? Aside from the natural reluctance of 
the farmers to adopt anynew method, the chief difficulty 
seems to be caused by the predominant division of the 
soil into small peasant holdings. Since hired workmen 
are on the whole relatively few, save in certain regions of 
the south, a fund designed exclusively for their children 


9. Under “employees” are, however, counted the women workers, which would 
naturally lower the average. 

1. Bulletin du Ministére du Travail, 28 année (1921), October, November, Decem- 
ber, p. 417. 

2. For a description of these agricultural funds, see Henry Girard, Les Allocations 
Familiales en Agriculture, La Main-d’Cuvre Agricole, July 1922, pp. 1-4; International 
Review of Agricultural Economics, January-February 1921, pp. 56-57. Noel Pinat, 
Organisation d’une Caisse destinée au Pai t des Allocations Familiales dans I’ Agri- 
culture, Compte Rendu, II Congrés National des Caisses de Compensation, for informa- 
tion about the Bordeaux fund. 
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could not command many members. If such funds are 
to attain any strength, they must include the small pro- 
prietors themselves and make the allowances in behalf of 
their children. The basic difficulty in establishing such 
funds has been clearly pointed out by M. Noel Pinat : 
“Tf he (the peasant) is childless, he will not join. If he 
has limited his family or intends to limit it, he will not 
join either. The only ones who will join will be the 
young sturdy families who have decided to have an un- 
limited number of children. They will quickly become a 
charge; for if God blesses their union, they will receive 
more than they can pay.’’* 


III. ALLOWANCES AND BENEFITS GRANTED UNDER 
THE SysTEM OF CLEARING FUNDS 


Four types of allowances are paid to a greater or 
lesser degree under the funds: (1) Monthly allowances 
for dependent children. (2) Lump-sum maternity bene- 
fits. (3) Nursing benefits to the mother after child- 
birth. (4) Allowances for aged parents. 

By far the most important of the allowances is that for 
dependent children, which in approximately five sixths 
of the cases begins with the first child. In no instance is 
there a limit upon the number of children for whom the 
allowances are to be paid, save that necessarily imposed 
by the fixation of an upper age-limit. In the majority of 
the funds this is fixed at thirteen years, while nearly all 
of the remaining funds fix fourteen years as the maxi- 
mum. 

The major portion of the allowances are progressive in 
amount, that is, the sums granted to the later children 


3. M. Pinat, op. cit., pp. 51-52. 


4. In 1923, 18 of the 120 funds made no payment for the first child. The most prom- 
inent of these were the two funds in Lille, and those in Amiens, Orléans, Rennes, Rodez, 
Thisy, and the Ile-de-France. 
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are greater than those given to the first child for whom 
the allowance is paid. The increase in the allowance is 
most marked in the case of either the second or third 
child and almost uniformly reaches a maximum with the 
fourth.’ While a large majority of the funds follow the 
principle of progression, in from 10 to 15 per cent of the 
cases, including the large Mulhouse fund, the amounts 
allowed are uniform for every child. 

An analysis made by Dr. Peret of Lyons of the allow- 
ances granted by seventy-five representative funds in 
1922 showed that the average sums allowed for the suc- 
cessive children were:°® 


ER Re ee rere 17 fr. 20 
SE ee .. 22 fr. 95 
ND ee eae heh aa cirgeae Ws 27 fr. 35 
Sa a ee 29 fr. 30 
Fifth and following children............ 30 fr. 38 


The principal reasons for this increase in the amounts 
granted for successive children are: (1) The belief that 
the father’s wage is generally sufficient to support one 
child, or possibly two, and that, therefore, these children 
do not constitute so heavy a burden upon him as do the 
additional ones. (2) The mother of the family is more 
able to work for wages with only one child than if she 
has three or more; an extra compensation is therefore 
needed to offset the loss of her earnings. (3) Two chil- 
dren are regarded as merely replacing the parents, and 
as constituting no net growth in population. It is only 
the third and fourth children who constitute the net gain 
in the population,’ and an extra allowance is felt to be 

5. In a few funds, such as those of Angouléme and La Ferté-Macé, the amount per 
child continues to increase by five or ten francs for each child beyond the fourth. 

6. Dr. Peret, Repartition des Allocations suivant les Charges Familiales, Compte 
Rendu, III Congrés National des Allocations Familiales, p. 82. 


7. Just as in a business with a heavy overhead, a small increase in the business of an 
enterprise may mean the difference between financial success and failure. 
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justified for them if it will cause them to be born, or to 
survive once they are born.® 

In addition to the allowances for the maintenance of 
the children, about two thirds of the funds grant ma- 
ternity benefits ° ranging between 50 and 300 francs, 
with an average of 170 frances for the first and 140 franes 
for the subsequent births. Approximately one fifth of 
the funds give a further nursing allowance for a few 
months to the mothers on condition that they nurse 
their children.! Some of these latter allowances are 
quite strikingly liberal, the fund of Thizy-le-Cours, for 
example, paying 125 francs a month for three months if 
the mother continues to nurse her child. The average 
allowance seems to run for ten months. Finally, ap- 
proximately a dozen funds grant allowances for aged 
and dependent parents.? 

A very significant extension of the work has developed 
within the last two years, namely, the creation of social- 
service departments, operating under the funds and 
giving service in the workmen’s homes. These seem 
to have developed logically from a number of causes. 
(1) It soon became evident that some visiting was neces- 
sary in the larger centers to check up the accuracy of 
the claims of dependency filed by the workers. (2) The 
fact that the allowances were granted on behalf of the 
children inevitably raised the question whether the 
parents could spend the money for their own purposes or 
whether they were under obligation to spend it properly 
upon their children. The answer of the funds to this has 


8. Against all this might be set the fact that the added children might not be of as 
much direct expense as the first, because of the possibility of cutting down clothing, 
sharing housing dations, ete. 

9. This was true of 50 of the 72 funds in existence October 1, 1921. 

1. Thirteen funds provided for such payments in 1921. 

2. The funds of Cholet, Dijon, Le Havre (mechanicians), Limoges (metal and por- 
celains), Lorient, Lyons, Nantes, Vienne, Vierzon, Marseilles, admit parents as bene- 
fieiaries at the age of 65. 
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always been clear — the allowances are the property of 
the child and should be expended for him. Thus the 
Strasbourg and the lower Rhine fund declares: ‘“‘it [the 
allowance] may be withdrawn from anyone who puts it 
to bad uses, or if those assisted are naturally careless. 
The clearing fund may take any necessary measures to 
ensure the proper expenditure of these amounts when it 
is shown that they are being employed for a purpose 
other than that for which they are intended.” * All such 
declarations would, however, be but pious aspirations, 
were not machinery devised to determine whether the 
allowances were indeed being spent for the children. 
(3) In the minds of some employers at least, the clearing 
funds presented an opportunity to help restore personal 
relations with the workers and to enable someone to be- 
come acquainted with their difficulties in order to assist 
them. In a large city, where the workers live widely scat- 
tered from their placesof employment, home visiting, 
even if welcomed by the workers, is virtually impossible 
for individual employers to put into effect. If a large 
number of employers coéperate, however, the workers 
can be grouped by districts and thus more easily 
visited. 

Among the funds which have added these features of 
service are those of Paris, Lyons, Nantes, Nancy, 
Troyes, Mulhouse, Dieppe, Charleville, Dijon, Lille, 
and Orleans. In Lyons, the two existing funds have 
combined to create a health service, which has set up in- 
fant welfare centers in the various sections of the city. 
As a result of the active work carried on through these 
agencies, the infant mortality rate among the children of 
the employees was reduced from 123 per 1,000 to 44, or 
a reduction of virtually two thirds of the former number 


3. Reglement, Allocations Familiales, published by the Caisse Patronal de Compen- 
sation, Bas-Rhin, p. 10. 
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of deaths.‘ The fund at Dieppe claims to have cut in- 
fant mortality to one fifth its former figure by the en- 
couragement it has given breast-feeding. 

It should be realized, however, that, with the possible 
exception of Roubais-Turcoing, the allowances granted 
under the funds are not large. Thus in 1922 they 
amounted on the average for all the funds to approxi- 
mately 115 frances per employee, or 500 francs for those 
who were heads of families and 300 francs for every 
child. These averages are appreciably less than the 
corresponding sums paid out by the railroads.® 

For all the funds, taken as a whole, the allowances 
amount to 2 per cent of the pay-roll.6 At Roubaix- 
Turcoing, however, the allowances in 1921 were 7 per 
cent of the wages then paid, and 5.5 per cent of those 
paid in 1922.7 Were this fund excluded, the average for 
the remaining funds would amount to approximately 
1.7 per cent. In the Parisian fund, where the sums paid 
are of about average liberality, the allowances were only 
about 1.3 per cent of the pay-roll.*® 

The amounts granted as allowances are not propor- 
tional to the extra cost which the children entail upon 
their parents. Thus, if we estimate the average wage of 
the French workman at 6,000 francs, which seems to be 
the most accurate approximation that one can make, 


4. See papers by M. A. Bernard, Le Developpement des Caisses d’Allocations 
Familiales dans la Région Lyonnaise, Compte Rendu, II Congrés National des Caisses de 
Compensation, pp. 39-42; and Doctor Peret, Le Service Hygiene de l’Enfance des Cais- 
ses de la Région Lyonnaise, ibid., pp. 75-89. 

5. There are more heads of families and children in proportion to the working force 
on the railroads than in the firms affiliated with the funds. This is due to the fact that 
the work is such that few women are employed and its steadiness encourages family men 
to stay with the industry. 

6. Letter from C. Bonvoisin, Manager of the Comité des Allocations Familiales, to 
the writer, March 24, 1923. 

7. See data published in Le Réforme Social, tome Ixxxiii (February 1923), pp. 127- 
129. 

8. Pierre Richemond, in La Caisse de Compensation de la Région Parisienne, pp. 17- 
18, states that during the first nineteen months of the existence of the Parisian fund, the 
member firms paid out 1,667,000,000 francs in wages and 21,600,000 in allowances. 
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the average addition to the workman’s wage for each of 
his children is approximately as follows: ° 


ere 3 per cent 
For the second child................. oo 
ON ee a -* 

_ For the fourth child.................. oes 


A father with two dependent children would, therefore, 
have his earnings supplemented on the average by 7 per 
cent; if he had three children, he would receive approxi- 
mately 12 per cent more, and with four, 18 per cent. 
This is patently less than the expense occasioned by 
these children and means that, in the larger working- 
men’s families at least, the income of the household is 
still not sufficient adequately to provide for the chil- 
dren.! 

A movement has recently developed to discontinue 
the allowances for the first two children and to reserve 
them for the larger families. Dr. Peret’s study showed 
that 27 per cent of all the allowances distributed were 
for first children and 31 per cent for second children. He 
proposed that the moneys now spent on the first and pos- 
sibly the second child should be transferred to the later 
children, which would make the allowance per child of a 
truly sizable amount without increasing the total burden 
upon the employers.? This proposal, altho endorsed by 
the Congrés de la Natalité, was not adopted by dele- 
gates to the 1923 Congress of Clearing Funds, who were 
afraid of the possible consequences that might attend 
the taking of the already existing allowances from so 


9. This estimate is roughly corroborated by the study made by Dr. Peret: Reparti- 
tion des Allocations suivant les Charges Familiales, Compte Rendu, III Congrés Na- 
tional des Allocations Familiales, p. 83. 

1. Even M. Romanet admits that in Grenoble they meet only one third of the cost of 
maintaining a child. Organisation des Entreprises au Point de Vue Social; Extrait du 
Bulletin de la Société Industrielle de Mulhouse, November 1921, p. 8. 

2. Dr. Peret, Repartition des Allocations suivant des Charges Familiales; Compte 
Rendu, III Congrés des Allocations Familiales, pp. 87-90. 
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large a percentage of their workers, and who did not 
wish to confine them to only a small fraction of their 
working force. From a comparison of the average wages 
paid and the cost of various budgetary standards that 
have been worked out, it seems indubitable that a con- 
siderable portion of French workmen do not receive 
enough to support even two children, and in many cases 
not even enough for one. If these are to be at all pro- 
tected, allowances cannot begin only with the third 
child. It seems clear therefore that the total amount 
paid out in allowances needs to be appreciably increased. 
The scale of the Roubaix fund seems on the whole to 
be fairly adequate, since the allowances for two depend- 
ent children amount to approximately 25 per cent of the 
average father’s wages. The cost of maintaining this 
scale amounts, as has been stated, to between 5} and 7 
per cent of the pay-roll. The fact that the Roubaix 
mills employ so large a percentage of women and juve- 
niles makes the ratio of dependents lower than the gen- 
eral average for the country as a whole. The widespread 
adoption of such a scale would, therefore, involve a 
greater financial cost, which would probably average 
somewhere between 7 and 8 per cent of the pay-roll. 


IV. FurtHer FEATURES OF THE ALLOWANCES PAID 
THROUGH THE CLEARING FUNDS 


The creation of these allowances has raised a number 
of interesting questions concerning the conditions under 
which an employee is eligible to receive benefits for his 
children. It should be noted in the first place that the 
allowances apply to clerical as well as to manual work- 
ers, and that female employees receive allowances for 
their dependent children in the same fashion as men. 
They are paid not merely on behalf of dependent sons 
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and daughters of the given ages, but for all children who 
may be dependent upon an employee. 

The length of time required before an employee be- 
comes eligible to receive the allowances varies. Some 
funds, notably those of Mulhouse, Grenoble, Nantes, 
and Thizy-le-Cour, grant the allowances from the mo- 
ment the worker enters the plant of a member. Others 
require a month’s work, and frequently more, for eligi- 
bility. The worker who leaves an establishment gen- 
erally loses the allowance for that month, altho in some 
cases this is continued if he goes to another plant within 
the same fund.* In the funds of Roubaix and Paris, 
however, he loses his allowance both for the last month 
of employment in the former establishment and for the 
first month in the new. In general the plans seek, in the 
words of the Bordeaux fund, ‘‘to stabilize their person- 
nel.” * The Roubaix fund states that their regulations 
have materially decreased the turnover of labor.® 

Since the funds are anxious to differentiate clearly the 
family allowances from the wages paid, they have in- 
sisted that, when a worker is injured, the allowances 
should not be treated as a part of his wage in computing 
the amount of compensation legally due him.® A large 
percentage of the funds, however, continue to pay the 
allowances themselves during the period of temporary 
disability,’ while a number of others continue the allow- 


3. The Rouen fund is an example of this. 


4. M. Achille Glorieux, Repartition des Charges entre les Adhérents des Caisses, 
Compte Rendu, III Congrés National des Allocations Familiales, p. 104. 


5. Ibid. 


6. The decisions of the French courts conflict upon this point. Two recent decisions, 
applying to the railroad companies, where payments are obligatory, have held the allow- 
ance to be a part of the wage. In the other case, applying to a fund, the court ruled that 
it was not. The question of obligation seems to be the fundamental criterion. 


7. The payment of such allowances during temporary disability in Nantes added one 
half of one per cent to the total cost of the allowances. See M. Abel Durand, Rapport 
sur les Allocations Familiales et la Loi sur les Accidents du Travail, Compte Rendu, 
I Congrés Nationale des Caisses de Compensation (1921), p. 67. 
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ances for stated periods of time if the employed person 
is ill.® 

The different procedure which the various funds have 
followed in the case of short time and unemployment is 
interesting. A dozen or more funds, of which Roubaix- 
Turcoing and Mulhouse are the most important, are 
very frankly upon a daily basis. Thus at Roubaix, if the 
worker is prevented from working a full month because 
of a shortage of material, a stoppage of machinery or 
motive power, by a lack of sales, or by a lock-out, he 
loses the allowance for the proportion of time lost. The 
majority of the funds are, however, at least nominally, 
upon a monthly basis.® But even these frequently make 
proportionate deductions for the time lost because of un- 
justifiable abstention from work on the part of the em- 
ployee. And few would probably continue to pay the 
allowances if the workers went out on strike. At Rou- 
baix, the men who are voluntarily absent from work, 
whether individually as absentees or collectively as 
strikers, now lose their allowances not only for the time 
actually lost but for the remainder of the month as well. 
A representative of the Roubaix fund declares that this 
has had the effect of causing those receiving the allow- 
ances ‘‘to think before listening to agitation, to talk 
matters over with the employer, and to quit the shop 
only under exceptional circumstances.” 2 

The first fifty funds or so were born in a period of in- 
dustrial prosperity and consequent little unemployment. 
In the latter part of 1920 and in 1921, however, French 
industry, like that of most other countries, suffered a 


8. In Rouen this is 3 months, in Strasbourg 26 weeks. 

9. M. Dupont. Compte Rendu, I Congrés Nationale des Caisses de Compensation 
(1921) p. 33. 

1. Allocations Familiales, Consortium de l’Industrie Textile de Roubaix-Turcoing, 
pp. 16-17. The Strasbourg (Bas Rhin) fund might be similarly administered. 

2. M. Achille Glorieux, Repartition des Charges entre Les Adhérents des Caisses: 
Compte Rendu, III Congrés Nationale des Allocations Familiales, p. 104. 
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very real depression. Many firms were forced not merely 
to run on part-time, but to dismiss a large portion of 
their employees. The problem of how to distribute the 
family allowances under these circumstances became 
most pressing. An inquiry by the French Ministry of 
Labor which was conducted in 1921 showed what steps 
were taken by thirty-four of the largest funds to meet 
the situation.* Fourteen funds reported that they had 
employed no special measures, because they had not 
suffered severely from unemployment.‘ Thirteen stated 
that they had continued the allowances without any 
abatement for all those who were partially unemployed 
(workers on part time) but had not paid them to those 
completely laid off. The majority of these funds de- 
clared that they had kept the heads of families em- 
ployed as far as possible. In consequence of the laying 
off of so many single men, the ratio of the allowances to 
the pay-roll greatly increased, and was in some cases 
twice what it formerly had been. Three funds adopted 
special measures of relief. One of these, the Lyons fund, 
ruled in 1921 that no worker was to be discharged in the 
future, but that if necessary the length of the working 
day would be reduced instead. The allowances were not 
only to be maintained intact, but were actually to be in- 
ereased for workers with large amounts of involuntary 
lost time. 

Only four funds, namely, Vienne, Montlucon, Nantes, 
and Le Havre (port), continued to pay the allowances 
to those laid off as well as to those partially employed. 

3. Les Caisses de Compensation d’Allocations Familiales et La Crise de Chomage, 
Bulletin du Ministére du Travail, 28 année (1921), April, May, June, pp. 150-153. 

4. Limoges (porcelain), Cannes (hotels), Bordeaux, Dijon, Grasse (perfumes), Nancy, 
Epernay (wines). 

5. Cholet, Paris (regional), Amiens, Lille, Ferté-Macé, Rouen, Beauvais, Blois, An- 
gers, Thizy, Troyes, Haut-Rhin, and Mulhouse. The Parisian fund paid the allowance 


to dismissed workers for the current month; that of Troyes continued the allowance for 
fifteen days after dismissal. 
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VY. STRUCTURE AND ADMINISTRATION OF THE FUNDS 


The major factor which determines the scope of the 
various funds as well as the method followed in allocat- 
ing the burden among the member firms is the relative 
expense attached to each alternative. The key to most 
of the changes that have been made can be found in 
the desire of most businesses to reduce their own costs 
to a minimum. 

In brief, the funds fall into two main groups: (1) the 
trade or industrial funds, which include employers who 
are engaged in similar work or who turn out similar pro- 
ducts, and (2) the regional funds, which include em- 
ployers in diverse industries within a common territory. 
The former have been in the main instituted by specific 
employers’ associations, while a considerable proportion 
of the latter have been formed at the initiative of groups 
designed to promote the welfare of France, such as the 
Association Nationale d’Expansion Economique, and in 
localities where there are only a few employers in each 
industry. The nominally regional funds form about half 
of the total number. As we shall see, there is an increas- 
ing tendency for these in turn to subdivide into federa- 
tions of industrial groups. 

The experience at Grenoble illustrates clearly the 
forces which tend to create the industrial funds. It will 
be remembered that the payment of family allowances 
had become general in that city by 1918, when the fund 
for the metallurgical industry as a whole was estab- 
lished. Several employers in other industries asked to be 
admitted to membership and were accepted. The mass 
of the other employers, however, held aloof because they 
employed more female and juvenile labor than the 
metal trades and consequently had a smaller proportion 
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of dependents to assist. For these firms to have joined 
the metallurgical fund would have meant a shouldering 
of the burden of supporting the children of the metal- 
trade workers. They would consequently have saddled 
themselves with a greater expense than by paying allow- 
ances only for the children of their own employees or 
participating in a fund for their industry alone. After a 
few months of this experience, the metallurgical fund 
voted not to admit any additional employers from other 
industries, stating that experience had shown that ‘‘the 
employers who had asked for admission to the Clearing 
Fund were exclusively those who, by their family bur- 
dens, would benefit from an extension of the fund.’’ ® 
This fund therefore returned again to an industrial 
basis. The various trades then began to form funds of 
their own, and by the spring of 1922 there were no less 
than seven distinct funds in operation in Grenoble and 
the adjacent territory.’ 

This natural desire on the part of those employers 
whose employees have relatively few dependents has led 
them generally to seek separate affiliation with those in 
a similar situation and to eschew ‘‘entangling alliances’’ 
with those industries where the proportion of depen- 
dents is high. 

. This same principle has led to the reorganization of a 
number of the regional funds. Thus the Parisian fund, 
after slightly over a year of experience, divided into two 
sections, the industrial and the commercial, the latter, 
with its smaller proportionate number of dependents, 
being assessed for them alone.* Other funds also have 

6. Quoted in Paul Bureau, La Caisse de Compensation du Syndicat des Metallur- 
gisten Dauphinois, 1919, p. 6. 


7. The six additional funds were those for paper-making, building and public works, 
gloves and skins, establishments with mixed personnel, large and medium-sized factories 
and stores, and for commerce and industry. 





8. Pierre Richemond,La Caisse de Compensation de la Région Parisienne, pp. 15-16. 














FAMILY ALLOWANCES AND CLEARING FUNDS 275 


either created financially autonomous subdivisions or 
have assessed some industries, as such, at a lower rate 
than others. Thus the regional fund in Nantes had by 
July 1923 no less than eight financially autonomous sec- 
tions, while two more were in the process of creation. 
Each section was responsible only for the allowances 
paid to the dependents of its own employees. The dif- 
ference in the amount of the assessment per hour worked 
upon the employers in the various sections for the 
last quarter of 1922 is at once an evidence of the dif- 
ference in the average number of dependents in the va- 
rious branches of industry and a vivid illustration of 
why employers in those trades with few dependents 
prefer to cut themselves off from the financial responsi- 
bilities of the remaining industries. 


Assessment per hour 


Section in centimes 

Ma. x REA AEN BeNOR diss Ca aemed ue 2.1 
Building and Public Works................. 3.5 
MNEs 5 <5 ws eee eRe ave howd av eineieal 3.6 
Commerce: 

(1st group, including wines, etc.) .......... 2.3 
Commerce: 

(2d group, including novelties)............. 0.6 
Miscellaneous Industry; 

ID eB sitio ois.g so swe wa neerecintins 4.5 
Miscellaneous Industry; 

SII orescence soo con oixe ev nienkcale Sona hes 1.8 
MII 6 2osicic. ce ectric aye eon reica thao ene «ais 4.7 


The assessment upon the employers in the second 
commercial group was therefore approximately only 
one eighth of that in the metallurgical section! and in 
the first group of miscellaneous industries. Out of the 
sixty-five funds existing in June 1921, only 27 were truly 


- 9. See Abel Durand, Monographie de la Caisse de Nantes et de ses (Zuvres Sociales, 
Compte Rendu, III Congrés Nationale des Allocations Familiales, p. 18. 

1. This was not wholly due to the smaller ratio of dependents. The metallurgical sec- 
tion also granted allowances that were about 40 per cent higher than those of the other 
sections. 
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inter-industrial and levied an equal assessment without 
distinction upon the various employers of different 
trades for the dependents of all the employees.? Since 
then the proportion of such funds has beyond doubt de- 
creased appreciably with the distinct trend which has 
gone on toward subdivision. 

The leaders of the movement are distinctly in favor of 
the single regional fund without differentiation by trade. 
Some of the arguments that have been advanced in sup- 
port of this type of fund are:* (1) An industry can em- 
ploy women and children only if there are other indus- 
tries in the locality which employ the heads of the 
families. If these latter industries were not present, the 
others would be compelled to hire men and hence in- 
crease the number of dependents and the expense of the 
allowances. The advantages of employment are there- 
fore reciprocal. (2) A considerable portion of the wages 
of the women and juveniles, by eking out the wages of 
the father, goes to the actual support of other members 
of the family. It is consequently only just that those in- 
dustries which employ women and young people should 
pay part of the maintenance of the children. (3) The 
labor supply for an industry is drawn primarily not only 
from the children of those workmen engaged in that in- 
dustry, but from the children of the locality as a whole. 
It is only proper that the various manufacturers should 
bear their share in meeting the expense of bringing up 
the local pool of labor from which the various industries 
will draw. (4) The establishment of a single fund for a 
region helps to eliminate the confusion caused by a num- 
ber of separate industrial funds with varying scales of 
benefit and differing rules. The administration of infant 


2. Fernand Rey, Rapport sur le Cadre Professionel ou Régional des Caisses, Compte 
Rendu, I Congrés Nationale des Caisses de Compensation (1921), p. 53. 

3. See especially Fernand Rey, op. cit., pp. 52-56; also Pierre Richemond, op. cit., 
pp. 7-9. 
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welfare work and of family visiting is also much more 
effective if it is carried out by a regional fund, instead of 
by a number of industrial funds. The advantages of this 
uniformity, however, might be obtained to an almost 
equal degree by subdividing a regional fund into a num- 
ber of separate but federated trade funds. 

In 1921 the Congress of Clearing Funds endorsed the 
principle of the regional fund as the ultimate goal to- 
ward which the movement should work, while permit- 
ting the trade form as a transitional measure.‘ In 
practice, however, the Central Committee of Family 
Allowances has encouraged the formation of funds on 
the trade basis wherever they were unable to form a 
regional fund. There has certainly been no diminution 
in the proportion of trade funds that have been formed. 
The paper industry in Paris, for example, refused in 
1922 to enter the regional fund, and instead set up a 
fund of its own, while funds have continued to offer 
lower ratios of assessment to certain trades in order to 
get them into the system. The justification for such ex- 
ceptions has been stated by M. Pierre Fauvet: that ‘‘it 
is better to have one fund more than no fund at all.” 

The methods employed by the various funds in com- 
puting the assessments upon individual employers are of 
three main types, namely, according to the number of 
workmen employed, the amount of time worked, and 
the total amount paid out in wages.°® 

In 1921 eleven out of sixty-four funds, of which the 
original Grenoble fund and that of Lyons were the most 
important, used the first method. Sometimes this is 
merely a predetermined flat sum per head, which serves 
to accumulate a fund from which the allowances are 


4. Compte Rendu I, Congrés Nationale des Caisses de Compensation, pp. 96-97. 


5. Exclusive, that is, of the agricultural funds, some of which use the average as the 
method of computation. 
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paid.. More often the allowances are first paid out, and 
the assessment is then levied by dividing the total 
amount paid out in allowances during a given period by 
the total number of workmen employed in the member 
establishments. Each employer’s contribution is the 
product of this per capita amount multiplied by the 
number of workmen on his pay-roll. While this method 
is very simple, two serious defects in its operation have 
been disclosed. The first and less important is that 
it imposes a heavier burden upon the plant that has 
operated only part time than its business warrants in 
comparison with other plants having an equal num- 
ber of workers but affording steadier work. It is only to 
be expected that plants or trades with a great deal of 
part-time would be chary about voluntarily entering 
such a fund. 

The second and more important difficulty is the fact 
that an employer pays the same assessment for women 
and children who have few direct dependents as for men 
who have many. The same obstacle which militates 
against the formation of regional funds thus operates 
against this method of assessing liabilities within the 
fund. A number of modifications of this system of assess- 
ment have been used to meet the objection of the em- 
ployers who have large numbers of female and juvenile 
workers. One is to count women and employed children 
as less than one, generally as one half. 

Another device that has been practised is to set up 
two accounts, one for men and the other for women, and 
to make the latter responsible only for the allowances 
paid to the dependents of the women workers. A third 
method, which has been adopted by one fund, is to 
create five separate sections with varying assessments 
per employee. Establishments are then placed in these 
funds according to the ratio of dependents to their em- 
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ployees. The following scale shows the basis of classi- 
fication adopted: ° 


Ratio of dependents Assessment per month 


Section to employees of 25 working days 
__ Be re rere ar -70 and over 15 fr. 
i pal raw ao lade ae .51 to .70 12 fr. 
rar Saesistoucasansees .36 to .50 8 fr. 
i craiie- aiiecaveutshanaiee es meee .21 te .35 5 fr. 
_ SRE AER orarrapes ira: Less than .20 3 fr. 


The defect of this device is apparent. It would tend to 
bring back the very danger that the funds were created 
to avoid, namely, the giving of preference in employ- 
ment to those without dependents. A firm would be 
tempted to hire not only women, but bachelors as well, 
in preference to married men, in order to secure a lower 
assessment. 

The second method of assessment, namely, according 
to time worked, was practised in 1921 by five funds. 
Here the number of man-days or man-hours worked 
serves as the divisor. Since this method charges the em- 
ployer only in proportion to the amount of service he 
has received, the objection which the employer whose 
plant has operated irregularly makes to the per capita 
system is removed. It does not, however, meet the ques- 
tion whether the assessment for women and children 
should be less than that for men. Some of the leaders of 
the French movement have also criticized it because it 
seems to emphasize a connection between the allowance 
itself and the amount of work given by the workmen’— 
a connection which the clearing funds constantly deny. 

The third method of determining the employer’s con- 
tribution, according to the amount of his wages bill, is 
the one followed by most of the funds. In 1921 no less 

6. Pierre Fauvet, Rapport sur les Differentes Bases du Calcul de la Compensation, 
Compte Rendu, I Congrés Nationale des Caisses de Compensation (1921), p. 44. 
7. See, for example, Pierre Fauvet, op. cit., pp. 41-43. 
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than forty-six of the sixty-four funds followed this 
method,® among them being the extremely important 
ones of Roubaix, Rouen, Lille, Mulhouse, and Paris. It 
might be expected that this method would of itself sat- 
isfy the employers of female and juvenile labor, since 
the wages of these workers are appreciably less than 
those of adult males. Such, however, has not been the 
case. The employers of women and juveniles in the re- 
gional funds have sought to secure a more exact corre- 
spondence between the expense of paying allowances 
directly to their employees and their assessments for the 
fund than that which is afforded by the proportion of 
their wages bill to the total. One fund in the north of 
France has established a lower rate for all establishments 
which pay out more than a million francs a quarter in 
wages, in view of the fact that these larger enterprises 
employed a larger proportion of women and juveniles. 
Others multiply the wages of women and children by a 
lower coefficient than is applied to those of men. Thus 
at Nancy the wages bill of the textile industry is multi- 
plied by 1.5, while that of the metallurgical industry is 
multiplied by 3. 

In the majority of funds the allowances are paid out 
directly by the firms themselves.’ The fund then 
charges each employer periodically with his share of the 
total expended in allowances, and acts as aclearing house 
for the collection of net debits and the payment of net 
credits. This method reduces the administrative ma- 
chinery required for the fund itself to a minimum and 
makes the payment of the allowances a relatively simple 
matter. Such a method is, however, directly conducive 
to each employer’s computing constantly how his 
charges may be lessened by a reorganization of the fund. 

8. Pierre Fauvet, op. cit., pp. 38-39. 


9. Among these are the funds of Roubaix, Lille, Tours, Grenoble, Rouen, Dijon, 
Saint-Dizier, and Strasbourg. 
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A number of funds, of which those of Paris (regional), 
Bordeaux, and Rennes are the most important, collect 
the full amount of the assessments from the member 
firms and then pay the allowances themselves. The ad- 
vantage that is generally urged for this method is that 
the allowances are thereby still further divorced from 
wages. When the fund, and not the employer, pays the 
allowances, it is normally necessary to accumulate a safe 
reserve through the levy of a predetermined rate. 

The majority of the funds pay the allowances to 
the male head of the family when he is employed. 
Twenty-seven of them, however, notably those of Lille, 
Amiens, Dijon, Caen, Tours, Strasbourg, and the Pari- 
sian regional and building funds, pay the allowances 
directly to the mother of the family. These funds be- 
lieve that the mother can better be depended upon to 
expend the money for the benefit of the children than 
the father. It is also held that this still further divorces 
the allowance from any connection with the father’s 
wage and service. This type of payment is naturally 
best adapted to those cases where the fund itself pays 
the allowances, altho in a number of cases the individual 
firms themselves send the allowances to the mother. 
Many funds would like to make the payments to the 
wife, but believe that the men would be bitterly op- 
posed to their wives being given the expenditure of this 
money, since it would tend to make the wives more in- 
dependent financially of their husbands. 

The fact that many families have more than one 
wage-earner has created a number of complicated prob- 
lems. The funds early realized the danger of a family 
receiving double allowances if both father and mother 
were employed by members of the fund, and have uni- 
versally provided that in this event the allowance is to 
be divided and one half allotted on behalf of the father, 
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the other on behalf of the mother. The employment of 
juvenile members of these families by other members of 
the funds and by firms outside the funds have, however, 
caused many members to feel that they were bearing 
more than their just share of expense, and have led to 
a number of very interesting changes in the rules of 
some of the funds. Those industries within the fund 
that employed the older sons and daughters were pay- 
ing out directly much smaller sums than the industries 
where the parents of these same juveniles were em- 
ployed. In the Roubaix-Turcoing fund, for example, 
the spinners of combed wool paid out only 4.28 per cent 
of their pay-roll in allowances, and the cotton spinners 
paid out only 4.32 per cent, while the dyers of materials 
and the cleansers and carders paid out 8.12 per cent and 
8.29 per cent respectively.' Since there was a single rate 
of assessment for the whole fund, the employers in the 
first two trades as well as those in a few others found 
themselves continually to be paying over large sums to 
be distributed to the other employers, and chafed under 
this obligation. 

Where establishments outside the funds employed 
juvenile workers whose parents were employed within a 
fund, the full burden of maintaining the dependents of 
the family was thrust upon the members of the fund, 
even tho the juveniles were themselves contributing to 
the support of their respective families. The Roubaix 
fund, therefore, voted that, beginning on July 1, 1922, 
all members of the family over thirteen years should be 
counted as contributors to the family support, with the 
exception of wives not gainfully employed and soldiers 
in active service. Each one of these persons who was 
employed by any member of the fund was to be paid by 
his employer his proportionate share of the allowances 


1. M. Glorieux, Repartition des Charges entre Les Adhérents des Caisses, Compte 
Rendu, III Congrés des Allocations Familiales, pp. 99. 
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ascribed to that family. This may be illustrated by the 
case of a family including three dependent children, 
where the mother takes care of the household and the 
father and a sixteen-year girl are employed by dif- 
ferent members of the fund, while a boy of eighteen 
years is employed by a firm which is not a member 
of the fund. The total allowance to which the chil- 
dren are entitled is 8 francs, but instead of this full 
amount being advanced by the establishment that 
employs the father, it is divided into three equal 
parts of 23 francs. Each of the firms within the fund 
will pay out this sum, the firm employing the young 
girl paying the amount either to the juvenile or to the 
parent, as the latter may direct.? This has the effect 
of distinctly lessening the disparity between the amounts 
paid out in allowances by the various employers. The 
percentage of the pay-roll so disbursed by the employing 
cotton spinners rose from 4.33 to 5.61, while that for 
the dyers of material fell from 8.12 to 7.77 and for the 
cleansers and carders from 8.29 to 7.65.5 It may well 
be asked whether this change was in itself of any assist- 
ance to the trades with a lower assessment, since they 
now merely paid out directly money which otherwise 
would have been given to the fund. The psychological 
effect upon these employers, however, was distinctly 
favorable, since, by not paying as high a balance into 
the fund, they thought less of the extra expense which 
the fund with its single rate of assessment seemed to 
be causing them. 

Finally the fund as a whole freed itself from the bur- 
den thrust upon it by industries that did not pay pro- 
portionate allowances. It no longer paid the integral 
amount of the allowance merely because one of its mem- 

2. Allocations Familiales, published by the Consortium de 1’Industrie Textile de 
Roubaix-Turcoing. 
3. M. Glorieux, op. cit., p. 105. 
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bers employed the head of the family. Instead, it paid 
only that proportion which the number of the family’s 
wage-earners whom it employed bore to those in the 
family who were eligible for employment. It should be 
realized, however, that it assumed an added expense by 
paying proportionate allowances to juveniles whose 
parents were employed by non-members. 

The fund at Blois has recently adopted an identical 
system, in order to lessen its burdens,‘ and an approach 
toward the measure has also been made by the Stras- 
bourg fund.°® 


VI. THe BoxkaNowskI PROPOSAL AND THE QUESTION 
oF State ACTION 


It will have been apparent that the family allowances 
and the system of clearing funds have predominantly 
developed at the immediate initiative of the employers 
and without legislative compulsion. A vigorous battle 
has been waged over the question whether the system 
should continue as a voluntary growth, or should be 
made by the state compulsory upon all employers. In 
February 1920, when a large number of individual firms 
were already paying family allowances but when only 
six clearing funds were actually in operation, M. Mau- 
rice Bokanowski and a number of others introduced a 
bill which proposed to make the system obligatory upon 
all employers.® 

The bill made membership in either a professional or a 


4. See M. Megault, Choix du Mode de Compensation dans les Régions A Industries 
Dispersées, Compte Rendu, III Congrés Nationale des Allocations Familiales, pp. 112- 
113. 

5. See Réglement, Allocations Familiales, published by the Caisse Patronale de Com- 
pensation Bas-Rhin, pp. 4-6. This dividing of the allowance applies in the case of the 
parents, but apparently not for the juveniles 

6. Proposition de loi tendant a instituer l'aide aux familles nombreuses par |!’in- 
stitution du “‘sursalaire familial.” No. 386, Chambre des Deputés, Session de 1929. 
Annex 1 au procés-verbal de la séance du 24 Fevrier, 1920. 
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regional fund compulsory upon all persons who em- 
ployed one or more persons for at least 115 days a year 
on an average of at least five hours a day. This obliga- 
tion therefore applied not only to employers in manu- 
facturing and in transportation, but to those in agri- 
culture and trade, as well as to householders. These 
funds were to pay four types of allowances: for preg-_ 
nancy ; lump-sum maternity benefits; bonuses for breast- 
feeding; monthly allowances for all children below the 
age of fourteen years. The funds were to assess their 
members at the rate of at least 5 per cent of their wages 
bill. 

This proposal was vehemently opposed by all of the 
various French employers’ associations, while the Con- 
gress of Clearing Funds passed a resolution opposing its 
passage, with but two dissenting votes. The real source 
of opposition on the part of the existing funds was prob- 
ably the increase of assessments. They naturally ob- 
jected to a trebling of their assessment. The Roubaix- 
Turcoing fund, however, which had nothing to lose, at 
first favored the bill. The ground for the objection of 
many of the employers was seldom stated, but it was no 
less real, namely that the measure would force employers 
who were not paying allowances and who did not wish 
to do so to be saddled with an additional expense. This 
opposition naturally came from within the various em- 
ployers’ associations rather than from the funds them- 
selves. It seems indeed to have been the primary reason 
for the opposition of the agriculturists, since these have 
not subsequently set up voluntary funds of their own to 
any appreciable degree as a substitute for state action. 

The Bokanowski bill was referred to a committee of 
the Chambers and has virtually been buried there. The 
opposition of the employers has been sufficient to defeat 
not only this bill, but other similar projects which have 
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been proposed by representatives of labor on the Su- 
périeure Conseil du Travail and by M. Victor Jean. 

No less significant, and of greater immediate effect, 
has been the agitation for the compulsory payment of 
allowances by all private contractors who are engaged on 
governmental building projects. The contractors who 
grant such allowances complained that those who did 
not pay allowances were able to offer lower bids for pub- 
lic construction, and automatically received the con- 
tracts. They asked, therefore, that all contractors on 
public work should be required to pay such allowances. 
A bill to this effect was introduced in the Chamber of 
Deputies, which was to be binding upon all contractors 
for public works, whether undertaken for the national 
government, the departments, or the communes. The 
measure passed the Chamber of Deputies unanimously, 
but was vitally amended in the Senate by making it only 
optional and not compulsory upon the administrative 
authorities to require such payment. In July of 1923 
three administrative decrees were issued,’ which made 
the payment of family allowances compulsory upon all 
contractors who worked directly for the National Gov- 
ernment. Contractors working for the departments and 
public benevolent institutions, on the other hand, were 
not required, as a whole, to pay such allowances, and the 
local government officials were authorized to insert such 
provisions at their option. 

In August the Ministry of Labor promulgated the 
minimum standards to which these funds must con- 
form.* (1) They must include at least 2,000 workmen; 
(2) they must pay minimum monthly allowances of 20 
francs for the first child, 30 francs for the second, and 40 
francs for the third child and for all subsequent chil- 

7. Journal Officiel, July 16, 1923. 


8. Industrial and Labour Information, October 5, 1923. Published by the Interna- 
tional Labor Office. 
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dren ; (3) the allowances should be paid to children up to 
at least thirteen years. 

The French Government, moreover, within the last 
decade, has passed several laws granting state subven- 
tions to families, which are perhaps worthy of being 
chronicled. In 1913 an act granting maternity benefits 
to mothers was enacted, as was another requiring com- 
munes and departments to grant allowances for all chil- 
dren beyond the third in any one family, who were under 
thirteen years of age and whose parents did not have suf- 
ficient means to maintain them.’ These allowances were 
not to be less than 60 francs per child. If they exceeded 
90 francs on the other hand, the commune was to be 
responsible for the full amount of the excess.! No stand- 
ards were laid down by the law governing the condition 
under which a family was to be judged as dependent. It 
was instead left to the council of each department to de- 
termine what classes were to receive the benefits. War- 
time increases were added to the amounts designated by 
the law of 1913. Some of the localities, notably Paris, 
made extra appropriations of their own for both these 
purposes, and paid out more than the maximum com- 
pensation granted from the funds of the Central Gov- 
ernment and the departments.’ 

Various bills were introduced from time to time in 
Parliament proposing further governmental appropria- 
tions in aid of large families, and in 1922 the Chamber 
of Deputies passed a measure extending the scope of the 
1913 law so that it would include all families and not 
merely those formally regarded as ‘‘dependent.”” An 


9. See Bulletin du Ministére du Travail, vol. xx; Supplément des Actes Officiels, 
pp. 17-19 and 38. 


1. Ibid., pp. 33-34. 


2. See Edouard Feugére, L’Assistance aux Familles Nombreuses et aux Femmes en 
Couches dans le Département de la Seine et les Primes Départementales de Natalité; 
L ’Economiste Francais, January 29, 1921, vol. 1 (1921), pp. 132-133. 
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annual allowance of 360 francs was to be provided for all 
children beyond the third who were less than thirteen 
years old. If ill or apprenticed, this age-limit was to be 
raised to sixteen years. In view of the stringent financial 
situation however the Senate reduced the annual allow- 
ance to 90 francs, and in this amended form the measure 
was passed in July of 1923. All that is required from the 
father of the family, to whom the allowance is to be paid, 
is that he shall file claim for it and submit corroboratory 
documents.’ It is specifically provided that the allow- 
ances are not to be cumulated with other family allow- 
ances granted by any public body or service. Since no 
mention is made of those granted by private employers, 
it is apparent that this allowance is to be a supplement 
to the allowances granted by individual employers and 
by the clearing funds. If the statistics for the clearing 
funds are typical, however, this new law, limited as it is 
to families with more than three children, will benefit 
only from 6 to 7 per cent of the total number of French 
families. 


VII. Tue Moritves or EMPLOYERS IN INTRODUCING 
THE SysTEM OF FamILY ALLOWANCES AND THE 
ATTITUDE OF LABOR TOWARD THE SYSTEM 


The French employers who have begun the payment 
of family allowances have undoubtedly been swayed by 
a variety of motives. A humane desire to relieve the 
distress existing in large families, a wish to help raise the 
birth-rate and thus at once to protect France more effec- 
tively from military aggression while furnishing the in- 
dustries of the country with an abundant supply of labor, 
are doubtless very real motives on the part of many. 
Many, moreover, desire to strengthen the friendly 


3. For the text of the law see L’Economiste Francais, August 11, 1923, p. 170. See 
also Ibid., September 8, 1923, pp. 293-295. 
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ties between themselves and their workers, while still 
others are swayed by the desire to check the mobility of 
labor, and see in family allowances a means of stabiliz- 
ing their labor force. While all these purposes have un- 
doubtedly been operative to a greater or less degree, it 
may well be doubted whether they have been as in- 
fluential as the fact that large groups of employers have 
seen in the family allowance system a means of avoiding 
the payment of as large wage increases as they would 
otherwise have been forced to accord. 

The experience at Roubaix-Turcoing is an excellent 
illustration of the way the system adapts itself to this 
latter purpose. As has been stated, the clearing fund 
was started there in March 1920 with an allowance of 
one franc per child per day. Shortly afterward the gen- 
eral strike in the country as a whole swept the local 
textile workers out. An agreement for the local industry 
was concluded with the employers and the unions by the 
Ministry of Labor, which provided for periodic adjust- 
ments of wages according to the movement of the 
cost of living. Between March and October living costs 
advanced from 366 (with 1914 costs as the base, or 100) 
to 414, or an increase of 13 per cent. The employers, 
however, increased the basic wage only 74 per cent 
above the previous rate of 2 francs (200 centimes) an 
hour, but at the same time raised the allowance for chil- 
dren from one to three francs a day. Parents of families 
were in consequence in a better position than if the full 
increase had been added to the wage itself with no 
increase in the allowances. Unmarried workmen and 
married employees without children were, however, 
relatively worse off than before. In January 1921 the 
employers abrogated the agreement concluded by the 
Ministry of Labor, on the ground that the Roubaix 
wage was greatly in excess of that paid in the competing 
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textile centers, and announced that they would con- 
tinue the allowances unabated but would cut wages by 
30 centimes per hour — a 13 per cent decrease. This cut 
was made in two equal installments, the first on March 1 
and the second on June 1. When the cost-of-living 
figures for March were published, it was discovered that 
the cost of living had decreased to a point exactly equal 
to the cost for the preceding March. The basic wage 
rate was, however, between 6 and 7 per cent less than it 
had been then. In July 1921 the employers announced a 
further cut of 20 centimes an hour, thus bringing the 
hourly rate down from 1 fr. 85 to 1 fr. 65 — a decrease 
of approximately 11 per cent. The cost-of-living index 
showed a decrease of 8} per cent. Thus, with living 
costs only 83 per cent below the figure of sixteen months 
earlier, the basic wage would have been 173 per cent 
less. The family allowances, none the less, were still 
maintained without diminution. 

All of the workers made common cause in opposing 
this last reduction. Both the Catholic Unions and those 
affiliated with the Confederation Général du Travail 
went out on strike. The married workmen receiving al- 
lowances went out equally with the unmarried workers, 
altho by so doing they forfeited their allowances. M. 
Tessier, the Secretary of the National Federation of 
Catholic Workers, altho a strong supporter of the family 
allowance system in general, charged the employers with 
what seems to be the patent fact, namely, that the in- 
crease in the allowance from one to three francs daily 
was given as a sop to conciliate the married workers with 
dependents and to enable the economies to be made at 
the expense of the childless employees.‘ 


4. The details of the events leading up to the strike are discussed by M. Achille 
Glorieux, a textile manufacturer, and M. Tessier in a symposium on Les Gréves Ré- 
centes de Roubaix-Turcoing, in La Réforme Sociale, tome Ixxxii (May 1922), pp. 264- 
296. See also the paper by M. Ley in the same volume, especially p. 435. 
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Strikingly similar has been the history of the funds of 
Lorient and of Nantes. The first originated early in 
1918 at a time when the longshoremen were demanding 
higher wages because of the increase in the cost of living. 
The employers opposed a uniform increase in wages but 
offered instead a small increase plus an allowance of 35 
centimes a day (100 frances a year) for the first child and 
70 centimes a day, or 200 francs a year, for each of the 
succeeding children. The creation of a fund was also 
definitely proposed at this time. The union strenuously 
opposed this project, and finally a compromise was 
effected whereby the employers agreed to increase the 
amount of the general increase and to decrease the 
family allowances from 35 and 70 centimes a day to 25 
and 50 respectively.® 

Individual employers in Nantes began to pay family 
allowances as early as 1916, and in that year the em- 
ployers in tke shipbuilding and machine manufacturing 
trades proposed that, instead of a uniform increase 
being granted to all the workmen irrespective of their 
family status, the cost-of-living increase should be grad- 
uated according to the number of their dependents.® 
Interestingly enough, the project also carried with it 
the creation of a fund to administer the system. The 
proposal was rejected by the workmen and was not re- 
vived until 1919, when the employers voted to grant 
family allowances which would be nominally indepen- 
dent of any formal cost-of-living bonus. 

Such incidents as these made the C. G. T. unions dis- 
tinctly hostile to the family allowance system at first. 
They believed that it was a device to avoid granting a 
larger increase in wages, which in large part it un- 


5. M. Marcesche, Monographie de la Caisse de Lorient, Compte Rendu, III Congrés 
Nationale des Allocations Familiales, pp. 29-30. 

6. Abel Durand, Monographie de la Caisse de Nantes et de ses CEuvres Sociales, 
Compte Rendu, III Congrés Nationale des Allocations Familiales, pp. 12-13. 
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doubtedly was, and that it was designed to break up the 
solidarity of labor by attaching the married man with 
dependent children to his employer rather than to his 
fellow workers. They felt that the married men would 
be less likely to strike if receiving allowances than if 
receiving only wages. The paradoxical spectacle was 
then presented of the C. G. T. unionists, who are anti- 
capitalistic or communistic in their beliefs, opposing the 
remuneration of labor according to need, and instead 
raising the individualistic shibboleth of “‘equal pay, 
equal work.” The Catholic Unions, however, were from 
the first distinctly favorable to the system of allowances. 

The attitude of the C. G. T. forces has distinctly 
changed of late. Instead of an undiscriminating opposi- 
tion to the entire movement, virtually all the prominent 
leaders and organizations have come either to approve or 
accept the principle of family allowances, but to demand 
changes in its scope and administration. Thus M. Léon 
Jouhaux, the Secretary of the C. G. T., declared in De- 
cember 1922 that there were now so many workers 
benefiting from the allowances that it would be impos- 
sible to persuade them to give them up. He proposed 
that the system should be made compulsory upon all 
employers; that the administration of the clearing funds 
should be taken from the hands of the employer and 
be given to the community; that the community as 
a whole should also assist large families; and that a 
minimum wage should be established, to prevent the 
employers from reducing wages in order to pay the 
allowances.’ 

The secretaries of the federations of metal workers, 
textile workers, building-trade workers, book printers 
and binders, leather and skin workers, and non-manual 


7. My information on the C. G. T. and other labor organizations is derived from the 
files of Le Peuple for 1922-23. 
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workers’ unions have taken very similar positions. The 
Secretary of the Federation of Underground Workers ad- 
vances an argument that is echoed in part by the other 
leaders when he urges that the family allowances should 
be paid, not by the employers, but by the nation. 

French organized labor would like to have the entire 
burden taken over by the state and met from taxes. 
Since this seems impossible under the present condition 
of French finances, they will agree that the employers 
shall make the contributions for the allowances. But the 
system must in their opinion be made obligatory upon 
all, and the clearing funds be administered either by the 
state, or jointly by employers and employees under the 
general supervision of the state. The allowances should 
not be discontinued during illness, unemployment, or 
strikes, and state subsidies should be granted to the 
funds, if necessary, to provide for them. 


Pau. H. Dovetas. 
UNIVERSITY OF CHICAGO. 











EARLIER THEORIES OF CRISES AND CYCLES 
IN THE UNITED STATES 


SUMMARY 


I. Theories of the causes of crises and cycles : agnostic theories, 294. 
— Emphasis placed upon the influence of the credit system, 296.— Atten- 
tion to the psychology of business men, 299. — Periodicity of commercial 
crises, 300.— Theory that banks cause the business cycle, 308. — Critics 
of the theory that banks cause the business cycle, 308.— Theory of the 
self-generating cycle, 309. — Influence of maladjustments of production, 
312. 

II. Suggestions for moderating the cycle: loan policy, 316. — Vari- 
able discount rate, 319. — Surplus reserves at New York, 322. — Abo- 
lition of the payment of interest on deposits at New York, 325.— The 
call-loan evil at New York, 327. 


I. THEORIES OF THE CAUSES OF CRISES AND CYCLES 


AMERICAN economists, when they seek to trace the 
development of economic doctrines, do not commonly 
turn to the early literature of their science at home. Yet 
on the matter of commercial crises and business cycles, 
it is quite possible that a few of our neglected writers of 
before the Civil War, whose writings are too often re- 
garded as virtually sterile, had a better understanding 
than any of their English contemporaries. And cer- 
tainly, in the analysis of aggravating factors in the 
American banking system, their achievements were 
substantial. 

The earlier writers, in America as elsewhere, regarded 
a commercial crisis, not as one phase of a business cycle, 
but as an unhappy interruption of anormal trend of busi- 
ness which might have continued indefinitely had it not 
been for the unfortunate circumstances that brought on 
its collapse. Their observation of the cycle centered 
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upon its most conspicuous phase — the crisis. Accord- 
ingly, the first attempts to explain crises sought the 
origin of each in some particular incidents of the time. 
No general explanation common to all crises was offered; 
some writers explicitly denied that one could be formu- 
lated.! 

A favorite explanation of crises placed the blame upon 
whatever tariff existed at the time. The notion that low 
duties cause crises by undermining domestic industry 
received vogue from partisanship as well as from plausi- 
bility. Henry C. Carey was of course its best-known ex- 
ponent.? President Monroe attributed the ‘ pressures”’ 
of 1819-20 to ‘“‘the peculiar character of the epoch in 
which we live, and to the extraordinary occurrences 
which have signalized it.” * Many traced the origin of 
the panic of 1837 to Jackson’s war on the Bank, the 
specie circular, and similar specific events, in terms that 
indicated no notion that anything more might be said 
respecting the general nature of crises. Thus one writer, 
after enumerating the conditions responsible for the dis- 
tress, remarked: ‘‘Such a coincidence of extraordinary 
and unfortunate incidents, as produced the catastrophe, 
must be rare, and may never again occur.” * Super- 

1. Roscher seems to be designated by more or less common consent as the outstanding 
exponent of this view. Denying that crises recur at regular intervals, he said: ‘* The 
causes of such an economic disease are most numerous. Every circumstance which sud- 
denly and largely increases production, or decreases consumption, or which even dis- 
turbs the ordinary course of industry, must bring with it a commercial crisis.’””. Ansichten 


der Volkswirthschaft (1865), Bd. ii, Sec. 5, p. 391. Cited in E. D. Jones, Economic 
Crises, p. 35. 

2. The Prospect ... at the Opening of the Year 1851, p. 84; Financial Crises 
(1860), pp. 8ff. Carey was a free trader, despite the sentiments of his father, until about 
1843, In Answers to the Questions, etc. (1840), p. 55, he contended that high duties, 
rather than low ones, tend to produce crises. For further illustrations of the view that 
crises accompany low tariffs, see Ward, Causes that Produced the Crisis of 1857, 
Hunt’s Merchants’ Magazine (1859), vol. xl, p. 20; Taussig, Tariff History of the United 
States (6th ed.), pp. 116-122. 

3. Fourth Annual Message (Nov. 14, 1820), in Richardson’s Messages of the Presi- 
dents, vol. ii, p. 74. 


4. Financial Register (1838), vol. i, p. 231. 
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abundant crops, poor crops, excessive taxation, and the 
“judgment of God,” are but a few of the long list of 
causes advanced in explanation of our crises of before 
the Civil War.’ De Bow ascribed the crisis of 1857 to 
the diversion of a large amount of capital from com- 
merce into railroad investments, and thought that 
tariffs, inflation of bank credit, and like circumstances, 
showed little correlation with the occurrences of crises. 
‘Let us alone,’”’ was the best remedy he could suggest.® 
‘Crises and revulsions,”’ in the opinion of Samuel Hurd 
Walley, ‘‘are the necessary incidents and concomitants 
of a credit system; but they do not follow any known 
law, and cannot be subjected to any such analysis of 
cause and effect as will enable the most sagacious to un- 
derstand and explain their mode of operation. There is 
no such settled and acknowledged analogy between one 
revulsion and another as will enable us to classify or 
systematize them. There is no recognized condition of 
the banks, or currency, or trade, which has existed at the 
happening of two or more crises, so similar as to form the 
basis of logical deductions for the guidance of financial 
pilots.”” His own explanation of the crisis of 1857, 
upon which he was commenting, lay in a long list of 
varied causes, and his proposals ran through the gamut 
of banking reforms commonly urged at the time, with 
suggestions in addition for a number of changes in the 
methods of doing business. 


“In every country where credit enters extensively 
into the transactions of people, there must always be 
liabilities to what are called panics,’’ thought Condy 


5. Cf. the three-page enumeration of the suggestions advanced to the agents of the 
Bureau of Labor as to the causes of industrial depressions, in the first annual report of 
the Commissioner of Labor, entitled Industrial Depressions (1886), pp. 76-78. 

6. De Bow’s Review (Dec. 1857), vol. xxiii, pp. 652-659. 
7. Walley, The Financial Revulsion of 1857 (1858), p. 9. 
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Raguet.* And Gallatin wrote: “All active, enterpris- 
ing, commercial countries are necessarily subject to com- 
mercial crises. A series of prosperous years almost neces- 
sarily produces overtrading. Those revolutions will be 
more frequent and greater in proportion to the spirit of 
enterprise and to the extension or abuse of credit.” ° 
Walley admitted, despite his denial that the causes of 
different crises are sufficiently uniform to permit of gen- 
eralization, that there would be little danger of crises, at 
least of an alarming nature, if all business were con- 
ducted by barter, or with money. It is to the introduc- 
tion of the credit system that these troubles must be 
laid. 

Credit was believed to play a three-fold part in pro- 
ducing crises. First, it enabled men to “overtrade”’ in 
periods when mutual confidence was high. Secondly it 
formed a net-work of interrelations through which the 
insolvency of a few merchants involved a great many 
others in difficulty. ‘It is the practice of giving credit 
that implicates trading men so much with each other, so 
that one very often involves many others in his misfor- 
tunes or errors,’ Willard Phillips explained in 1819.? 
Everyone depends more or less upon the ability and 
punctuality of his debtors for the means of meeting his 
own engagements, with the result that their failure may 
occasion his own. Distress and insolvency thus tend to 
spread cumulatively. Rae, also, regarded this feature of 
the use of credit as of prime importance.* 

Finally, some emphasized the fact that the use of 

8. Examiner (1834), vol. ii, p. 127. 

9. Gallatin, Suggestions on the Banks and Currency (1841), Writings (Adams edi- 
tion), vol. iii, p. 385. 

1. The Financial Revulsion of 1857 (1858), p. 8. 

2. Phillips, Review of Seybert’s Statistical Annals, No. Am. Rev. (1819), vol. ix» 
p. 229. Cf. Mathew Carey, Essays on Banking (1816), p. 67. 

3. Rae, New Principles, etc. (1834), as edited by Mixter, under the title, Sociological 


Theory of Capital (1905), pp. 304-305. Cf. Gouge, Short History of Paper Money 
(1833), pp. 25-26. 
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credit instruments in normal times furnishes a substi- 
tute for money, and that in troublous times insistence 
upon cash payment in lieu of credit formerly extended 
adds to the financial stringency.‘ 

Most of those who laid stress on the credit system in 
seeking the origin of crises made this but part of a more 
complete explanation. Edward Everett, however, went 
further. ‘‘If I mistake not,” he wrote, ‘‘the distress of 
the year 1857 was produced by an enemy more formid- 
able than hostile armies; by a pestilence more deadly 
than fever or plague; by a visitation more destructive 
than the frosts of Spring or the blights of Summer. I be- 
lieve that it was caused by a mountain load of Debt.” ® 
The payment of interest upon the huge amount of in- 
debtedness— personal, business, and public — had 
proved too great a strain. The remedy was simple — 
keep out of debt.° 

Changes in the state of confidence in the business 
world were usually associated with the credit system in 
explaining crises. Thus we read that ‘‘a mercantile 
mania”’ followed the return of peace after the War of 
1812, preparing the way for the distress of 1819.’ Phil- 
lips described banks as ‘‘ barometers to show the state of 
the commercial atmosphere,”’ for ‘‘ business will have its 
floods and ebbs, and the spirit of enterprise and produc- 
tion must necessarily be checked.’’ * He had explained 
earlier that when ‘‘from some change, people suddenly 
become more cautious and distrustful of each other,” 
the break-down of the credit system results in a scarcity 
of money because of the unusual demand for cash pay- 


4. Gallatin, Considerations on the Currency and Banking of the United States (1831), 
pp. 34-35; Anonymous, The Public Distress, Am. Quart. Rev. (1834), vol. xv, pp. 
510-514, etc. 

5. Edward Everett, The Mount Vernon Papers (1859), p. 167. 

6. Ibid., p. 177. 

7. John McReady, Review of Trade (1820), p. 20. 
8. Phillips, Manual of Political Economy (1828), p. 255. 
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ments.® Professor Thomas R. Dew, of William and 
Mary College, and Albert Gallatin, among others, wrote 
similarly of the destruction of confidence by sudden 
shocks so that ‘‘credit no longer serves for cash.” ! 

The theory so prevalent in England,’ that crises are 
the reaction from recurrent ‘“‘manias” of speculation, 
met with comparatively little favor in this country. 
Professor Francis Bowen almost alone gave a clear state- 
ment of it. A “‘fever of speculation appears at times to 
seize upon the whole mercantile community, producing 
for a while an unnatural inflation of the prices of nearly 
all commodities, and then, with a sudden reaction, 
carrying them back to a point much below their former 
average, and thus causing general distress, loss of con- 
fidence, and bankruptcy.” * 

More stress was placed upon the psychology of busi- 
ness men at the period of collapse than in the prosperity 
that preceded. We are told, for example, that the crisis 
of 1857 was at first “scouted as panic, senseless and 
causeless, for the full cure of which only a little confi- 
dence was needed.’’ 4 


That commercial crises recur periodically was be- 
lieved at an early date. ‘‘An opinion is entertained by 
many,” a writer of 1829 informs us, ‘‘that every four- 


9. Phillips, Review of Seybert’s Statistical Annals, No. Am. Rev. (1819), vol. ix, 
pp. 228-229. 

1. Dew, Essay on Interest (1834), p. 17; Gallatin, Considerations, etc. (1831) pp. 
34-35. 

2. See MacLeod, Dictionary of Political Economy (1863), pp. 105, 119, for example. 
John Mills, in his well-known paper read before the Manchester Statistical Society in 
1867, described the business cycle as a credit cycle governed by ‘‘ moral causes,” and as- 
serted that ‘‘ the malady of commercial crises is not, in essence, a matter of the purse but 
of the mind.” Education of busi men was his remedy. Transactions of Manch. Stat. 
Soc. (1867-68), pp. 6-40. 

3. Bowen, Principles of Political Economy (1856), pp. 435-436, 

4. George Dutton, Exposition of the Crises of 1857, Hunt’s Merch. Mag. (1858), 
vol. xxxvii, p. 19. See also, Walley, The Financial Revulsion of 1857 (1858), p. 7;'and 
Seaman, The Panic of 1857, Hunt’s Merch. Mag. (Dec. 1857), vol. xxxvii, p. ,659. 
All three of these writers reject this ‘‘ panic” theory of crises. 
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teen years or thereabouts, there is a sort of revolution in 
property — that real estate, especially, undergoes a 
speculative rise and fall, and that consequently wealth 
becomes transferred from one individual to another, by 
the mere operation of time. Without pretending to de- 
cide upon the fact, whether or no these fluctuations are 
as frequent as once in fourteen years, one thing we know 
to be certain, which is, that fluctuations do take place.” ® 
Amasa Walker believed the period was seven years,° and 
Bowen, after quoting Lord Overstone’s observation that 
the state of trade ‘‘revolves apparently in an established 
cycle,” remarked that crises occur, both in the United 
States and England, ‘‘on an average, about once in 
every seven or eight years.’’’ Another writer thought 
ten to fifteen years in better accord with the facts.’ 
Most writers were content to assert that business is sub- 
ject to more or less periodic. fluctuations, without at- 
tempting to estimate the length of the period. One even 
ventured to declare it a matter of common knowledge 
that ‘‘revulsions in commerce have become a sort of 
periodical epidemic in our times, whose periods and re- 
turns can be safely affirmed by all, while the shrewd 
financier is tolerably aware of their precise times.”’ ° 


Recognition of the fact that crises occur with a certain 
degree of regularity called for some more satisfying 
theory of their nature than that which referred each to 
the fortuitous events preceding, or that which merely in- 
dicated the bearing that sales on credit and the psy- 


5. (Raguet?) Free Trade Advocate (1829), vol. i, p. 303. 

6. A. Walker, Nature and Uses of Money and Mixed Currency (1857), p. 35. 

7. Bowen, Principles of Political Economy (1856), p. 435. 

8. Hunt’s Merch. Mag. (1850), vol. xxii, p. 401. 

9. J. B. Turner, Banking, New Englander (1844), vol. ii, p. 50. Virtually no at- 
tempt was made to apply anything like modern statistical methods to the problem of the 
business cycle, It was here that such writers as Jevons and John Mills made their chief 
contribution. As for the explanation of the causes of the cycle, it is probably just to say 
that these men showed less insight than some of our own writers early in the century. 
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chology of business men have upon the cycle.! From 
1825 on, the fluctuating character of bank currency was 
most commonly regarded as the cause of variations in 
business prosperity. Attention began to be given also to 
the business cycle as a whole, as well as to its climax in 
the ‘‘revulsion.’’ Thus Eleazar Lord, in 1829, after giv- 
ing a description, already commonplace, of the alternat- 
ing periods of rising prices, speculation, prosperity, and 
of falling prices and depression, added that ‘‘nothing 
can be more certain than that this train of disastrous re- 
sults originates in an excessive issue of paper. The flex- 
ible quality of paper currency, its capacity of sudden and 
indefinite expansion while confidence is maintained, and 
of contraction when distrust or necessity requires, is the 
root of the difficulty.” ? 

Gouge * held that the remedy was to do away with 
banks of issue. By inflating the currency, he asserted, 
they raise prices above the level of other countries, in- 
ducing an unfavorable balance of trade and gold exports. 
As the notes are presented to the banks for specie to be 
shipped abroad, the banks are forced to call their loans, 
contracting the currency and precipitating a fall in 
prices. But ‘“‘the different members of society had en- 
tered into obligations proportionate to the amount of 
circulating medium in the days of banking prosperity. 
The quantity of circulating medium is diminished, and 
they have not the means of discharging their debts.’ 4 


1, As already indicated, many writers concerned themselves only with crises, without 
realizing that they were but phases of a complete cycle. In some of my generalizations 
I have used the word “‘ cycle” while recognizing that some of the writers preferred to deal 
with only part of the cycle. There is virtually no danger of ambiguity in the reader’s 
mind, and any loss in formal precision seems more than offset by the gain of avoiding 
the cumbersomeness of persistent use of the phrase “‘ cycles and crises.” 

2. Lord, Principles of Currency and Banking (1829), p. 46. 

3. Gouge was one of the most thoro students of our early banking and also one of its 
keenest and most influential critics. In later life he modified to some extent his early 
antipathy toward banks. 

4. Gouge, Short History of Paper Money and Banking in the United States (1833), 
p. 25. 
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Inability to sell their goods at the prices at which they 
have purchased them on credit leads to bankruptcy; the 
mutual dependence of merchants upon the solvency of 
each other causes the financial embarrassments to pro- 
pagate. Finally, the reduction in the volume of bank 
currency reduces prices, checks imports, and stimulates 
exports, causing a reflux of specie into the country. The 
banks get renewed confidence, expand their loans, and 
the cycle repeats itself.° 

“Tf our circulation was gold and silver,’’ another critic 
of banking believed, ‘‘it would be impossible to create 
those ruinous fluctuations in prices that cover the land 
with misery and desolation, every once in five or ten 
years. The moment a spirit of speculation can be ex- 
cited, the banks increase the flame by pouring oil upon 
it; the instant a reaction takes place they add to the dis- 
tress a thousand fold.” * ‘‘The evil from which we now 
suffer,’’ wrote George Dutton in 1857, ‘‘is simply a de- 
rangement of the currency.”’ The material wealth of the 
country remains undamaged. Prices depend upon the 
magnitude of trade in relation to the volume of cur- 
rency times its velocity of circulation [x = zy is his 
formula]. The use of bank notes subjects the quantity 
of media of payment to the whims of corporations, up- 
setting the stability of the price formula and producing 
fluctuations in the state of business.’ A. P. Peabody, 
editor of the North American Review and later professor 
in Harvard College, regarded the panic of 1857 as but 
the typical climax to the sequence of bank inflation, 
rising prices, gold exports, contraction of bank credit, 
falling prices, and commercial crises. ‘‘We thus see, 
that, were all other causes inactive, our banking system 

5. Gouge, Short History of Paper Money, etc. (1833), pp. 25-26. 


6. Theophilus Fisk, Banking Bubble Burst (1837), p. 25. 
7 Dutton, The Present Crisis (1857), pp. 4-16. 
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alone would produce a periodical pressure, panic, and 
convulsion in the money market.” *® And Amasa 
Walker, one of the most severe critics of an elastic note 
issue, laid it down as an invariable rule that ‘‘the bank- 
ruptcies which take place in any community are just in 
proportion to the expansibility and contractibility of its 
currency. This is a fixed law — it must be so in the na- 
ture of things — facts show it to be so.” ° Charles H. 
Carroll, unfortunately, also hit upon ‘‘an absolute law 
by which failure becomes inevitable” where bank cur- 
rency is used, and labored through a series of articles in 
Hunt’s Merchants’ Magazine and the Bankers’ Magazine 
to lend conviction to his doctrines.. Van Buren and 
Buchanan were but expressing the opinion of the ma- 
jority of the contemporary students of the problem when 
they attributed the disastrous crises that marked their 
respectiye administrations to the operations of banks.’ 

It is interesting to note that some of those who hold 
the alternate expansion and contraction of bank cur- 
rency responsible for changes in business conditions 
recognized the international aspects of the matter. As 
early as 1820, we find Oliver Wolcott, Hamilton’s suc- 
cessor as Secretary of the Treasury, ascribing the con- 
temporary depression in the United States to the con- 
traction.of bank credit in England. Different countries 


8. Peabody, The Financial Crisis, No. Am. Rev. (1858), vol. lxxxvi, pp. 177-178. 


9. A, Walker, The Nature and Uses of Money and Mixed Currency (1857), p. 33. 
This is one of the most vigorous of the American pamphlets in support of the currency 
principle, It gained added influence from the fact that the first four chapters had been 
published in Hunt’s Merchants’ Magazine in the months immediately preceding the out- 
break of the panic of 1857, which now seemed to give it corroboration. 

1. Bankruptcy in the Currency, Hunt’s Merch. Mag. (June 1860) vol. xl, pp. 
679-680; Congressional Movement in the Currency Question, Hunt’s Merch. Mag. 
(April 1860), vol. xlii, pp. 443-447; Organization of Debt into Currency, in Bankers’ 
Mag. (Aug. 1858), vol. xiii, pp. 137-142; etc. Carroll was a most stimulating disciple of 
the currency school. He wrote no book on money and banking, but expressed his views 
at considerable length, and with frequent repetition, in magazine articles. 

2. Van Buren, Message to the Special Session of Congress (Sept. 1837), in Richard- 
son, Messages of the Presidents, vol. iii, pp. 325 ff.; Buchanan, First Annual Message 
(Dec. 1857), ibid., vol. v, pp. 437 ff. 
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must proceed pari passu in expanding or contracting 
their currencies. Hence sudden deflation in any major 
country may occasion world-wide distress.’ 

No less interesting is the observation of H. C. Carey 
to the effect that England enjoys an advantage with re- 
spect to crises by virtue of being a creditor nation. In 
all cases of change in the currency, the debtor fares 
worse, for it is he who is called upon to pay. “If the 
debtor is unable to pay, the creditor may then raise the 
rate of interest, as the Bank of England does, thus profit- 
ing by the irregularity of the currency. When that institu- 
tion finds it necessary to contract in consequence of 
having overtraded, she does not fail, but she compels her 
debtors to do so.” * Carey did not tie the matter up with 
the foreign exchanges, however, and it would be easy to 
read into his idea more than he probably had in mind. 


Meanwhile the controversy in England between the 
adherents of the currency school and those of the bank- 
ing school was finding its counterpart in America. On 
the one side were those who insisted that bank notes, 
unless rigidly regulated by law, introduce a pernicious 
elasticity into the currency; on the other, those who 
maintained that bank notes, since they are issued in re- 
sponse to the needs of trade and are convertible on de- 
mand, admit of no over-issue. These champions of the 
banking system against the attacks of the currency 
school quite logically took exception to the doctrine that 
banks are the cause of the business cycle. The quantity 
of money is the resultant of the state of trade, they 
argued; to hold it responsible for business fluctuations 
is to confuse cause and effect. The controversy is not 
without its modern parallel. 

3. Wolcott, Remarks on the Present State of Currency, Credit, Commerce, and Na- 


tional Industry (1820), pp. 4-32. 
4. H.C. Carey, Answers to the Questions, etc. (1840), p. 42. 





























EARLIER THEORIES OF CRISES 305 


Gouge, urged Professor Dew, in commenting upon the 
former’s views on crises, has ‘‘with too much ez parte 
ingenuity referred to the operations of the banking sys- 
tem; thus taking the effect in many cases for the cause.’’® 
“Tt is the course of trade which produces them [crises] 
in the great majority of cases. They are incidental to the 
fluctuation of prices. . . . Bank credit may aggravate 
them just as private credit may, but it does not produce 
them. There is a certain portion of the commerce of the 
world that must be fluctuating — banks are requisite to 
carry on that portion most perfectly. Now, if hard 
money countries have few fluctuations, they, at the same 
time, have little of this commerce.’’ * Nor are countries 
with a purely metallic currency wholly immune from 
crises.’ Yet Dew granted that the banking system, altho 
first stimulated to increase its note issue by a specula- 
tive spirit and a rise in prices, ‘‘immediately becomes in 
turn a powerfully operating cause, carrying up prices 
still higher, and increasing the speculative mania, by the 
facilities it offers in the money market.”’ ® 

The historian Richard Hildreth, one of the few to 
recognize clearly that variations in the volume of bank 
notes ‘‘are absolutely necessary to keep up a due propor- 
tion between the medium of trade and the amount of 
trade,” ° agreed with Dew. Price changes are caused by 
the conditions of supply and demand with respect to 
particular commodities, by catastrophes, ‘‘silly tales,’ 
and what not.! A bank currency simply adjusts itself to 


5. Dew, Essay on Interest (1834), p. 16 n. 

6. Idem, The Great Question of the Day (1840), p. 4. 

7. Ibid., p. 5. The financial crisis suffered by Hamburg in 1799 was frequently re- 
ferred to by those who denied the guilt of beaks i in yendeding these disasters. A Con- 
gressional committee even made the pti t “ As to fluctuations in price, 
they were far greater in former times, when there was nothing deserving the name of 
commerce, no credit, and a currency entirely of gold and silver, than they now are.” 
Committee of Ways and Means, Minority Report (March 23, 1838). 

8. Essay on Interest (1834), p. 16 n. 

9. Hildreth, Banks, Banking, and Paper Currencies (1840), p. 157. 

1. Idem, Letter to Marcus Morton (1840), pp. 4 ff. 
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these changing conditions. Another writer, reviewing 
Walker’s Nature and Uses of Money and Mized Cur- 
rency, urged that paper money “‘is not a measure or 
standard of value; neither does it influence prices any 
further than so much credit. It is a substitute for gold 
and silver, as a check, or a draft, or a bill of exchange, or 
a negotiable note is.””? Walker, he argued, ‘“‘assumes 
that the banks create and regulate the business of the 
country, when, in fact, the business exists, and the banks 
come in to afford facilities for transacting it.””* Varia- 
tions in the volume of bank notes are as much a conse- 
quence of conditions of commerce and industry as are 
changes in the magnitude of car loadings. 

Willard Phillips, the author and editor, likewise de- 
nied the possibility of over-issuing convertible bank 
notes, and then carried the attack further. Banks are 
first to take measures against an impending pressure. 
““They serve as barometers to show the state of the com- 
mercial atmosphere. And since business will have its 
floods and ebbs, and the spirit of enterprise and produc- 
tion must necessarily be checked, for a time, the more 
promptly an approaching crisis can be seen and pro- 
vided against, as far as practicable, the less the com- 
munity will suffer.’”’* Dew seemed ready to grant that 
banks, if they play a passive part, on the whole, in the 
expansion of their credits, should be held responsible for 
the extent to which they permit inflation to go. ‘‘I have 
no doubt,” he wrote, “‘ that a well-managed banking sys- 
tem upon proper principles, under the influence of the 
laws of trade, might become the best possible check on 
wild speculation. . . . Because banks, by their more 
extended relations, and a more intimate knowledge of 


2. George Ward, Causes that Produced the Crisis of 1857, Hunt’s Merch. Mag 
(Jan. 1859), vol. xl, p. 20. 
3. Ibid., p. 23. 
4. Phillips, Manual of Political Economy (1828), p. 255. 
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the course of exchange, are much more likely to see in 
advance the gathering storm, and to prepare for it by 
a proper system of curtailment, than isolated individ- 
uals.” ® 

Henry F. Baker, an extensive writer on the history of 
banking in the United States, also believed that banks 
exert a moderating influence upon the business cycle. 
Overconfidence and speculation are the mainsprings of 
the cycle. They produce feverish activity and high pro- 
fits. But an uninterrupted course of such prosperity, 
even if possible, would be undesirable, for, on the one 
hand, wage-earners and those receiving salaries suffer, 
while on the other, demoralizing extravagance is fos- 
tered. ‘‘Reverses, then, are the surest safeguards 
against approaching ruin, and banxs managed by con- 
scientious and prudent directors are the great conserva- 
tives which arrest the proclivity of financial profligacy to 
national destruction.” ® Similarly, Professor Bowen, 
having adopted the view that banks in making loans 
follow rather than determine the state of trade, con- 
tended that ‘‘ by furnishing a steady supply to the loan- 
market, not enlarged in a period of speculation nor 
diminished in a time of pressure, their operation is like 
that of the balance-wheel in a machine, tending to 
deaden the shock of transition, and to moderate both 
extremes.”’’ It is fluctuations in the supply of private 
loanable funds that cause much of the evil. 

The significance of the réle played by credit in the 
mutations of business prosperity was recognized by 
nearly all. But whereas some asserted that changes in 
the volume of bank currency give the initial impulse to 


5. Dew, The Great Question of the Day (1840), p. 12. 


6. H. F. Baker, Outline of the History of Banking in the United States, Bankers’ 
Mag. (Oct. 1856), vol. xi, p. 243. 


7. Bowen, Principles of Political Economy (1856), p. 451. 
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business activity, others maintained that the primary 
responsibility lies with the producers and merchants, 
and that banks merely meet the situation business men 
create. Still another group of writers, somewhat distinct 
from both of these, contented themselves with saying 
that crises originate in the abuse of credit, whether bank 
credit or private. Bankers stand in about the same rela- 
tion to the business cycle as any other business men — it 
is their common ‘‘overaction” that brings on crises.® 
This position showed failure to appreciate the distinctive 
importance of bank notes and deposits, as compared 
with private instruments of credit, by virtue of their ac- 
tion, as a part of the currency, upon prices. 


Between the views that banks cause crises and that 
they play anentirely passive part, there were all shades of 
opinion. Some, regarding banks as the principal cause of 
commercial crises, conceived of them as arbitrarily alter- 
ing the volume of media of payment (and, therefore, the 
general level of prices) according to their own caprice. 
Such a notion was especially prominent in the earliest 
days of our banking experience, and again in the eight- 
een-thirties, when to damn banks or defend them be- 
came largely a matter of political faith. Not a few held 
that banks wilfully expand and contract the currency in 
their own interests; others seem to have regarded them 
as equally victims of their own power to do evil. 

Again, there were critics who, while still attributing 
crises chiefly to banks, held the more moderate view 
that they begin to expand only when merchants and 
speculators have already given impulse to greater busi- 
ness activity. These writers differed only in degree from 
those who, like Dew, insisted that banks play a passive 


8. See J.S. Ropes, Currency, Banking, and Credit, Bankers’ Mag. (1859), vol. xiv, 
pp. 171, 176, 275, for example. 
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part in the period of inflation, but conceded that, after 
credit expansion has once received the initial stimulus 
from prospering trade, the increased volume of bank 
currency in turn becomes a causal force. 

At the hands of a few writers this doctrine of the mu- 
tual reaction upon each other of bank credit, trade, and 
prices, was so stated as to trace commercial crises prima- 
rily to the banking system, while still giving its due to 
the objection that banks are governed in their opera- 
tions by the state of business activity. The result was a 
fairly complete general theory of self-generating cycles. 
Condy Raguet,® whose writings have received less at- 
tention than they deserve, seems to have been the first to 
formulate the theory, in 1829. By the operation of banks 
that issue notes or give deposit credit in excess of their 
actual capital,! the borrowers of the banks are brought 
into the-market with added purchasing power. Prices 
rise, adding fuel to the spirit of speculation, ‘‘ which 
never fails to be engendered by the facility of procuring 
the means to speculate with.’’ Purchases are made “‘for 
no other reason than that the buyers suppose they can 
sell the next day at a profit.”” Beguiled by the apparent 
prosperity that attends rising prices and speculative 
activity, people spend more lavishly. Merchants en- 
large the scale of their enterprises; manufacturers add 
to their plants; farmers improve their lands and build- 
ings. All these operations give additional employment 


9. Raguet was a successful merchant of Philadelphia. He served as colonel in the 
War of 1812, and after the war studied law. He represented the United States as consul 
in Brazil for a time, and also served in the Pennsylvania legislature. Fortunately, he 
found time to take an active interest in the economic questions of the day and to edit a 
succession of popular economic periodicals in the twenties and thirties, which are no less 
valuable to us for the fact that they all seem to have proved financial failures. His vol- 
ume on Currency and Banking (1839) was promptly republished in London, and a trans- 
lation was soon brought out in France. 

1. The correct criterion of whether or not banking operations result in an increase of 
media of payment is, of course, issue in excess, not of capital, but of cash reserve. The 
fallacy of thinking in terms of capital in this connection was a frequent one, and evidence 
of it may be found in our early laws. 
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to labor. The demand of consumers for commodities be- 
comes greater. ‘‘Every new sale of commodities and 
property on credit creates new promissory notes, and 
these create a new demand for discounts.’’ Thus the 
cycle goes on, cumulatively, generating its own mo- 
mentum, until finally ‘‘the depreciation of the currency 
‘fi. e., rise of prices] has become so great from these ex- 
traordinary issues, that timid people become alarmed, 
and make a run upon the banks, whilst coin is also de- 
manded for exportation.’”’ ? The banks are forced to call 
their loans and money becomes scarce. But the mer- 
chant has long since parted with the money he borrowed, 
in purchasing goods; the manufacturer, in building new 
plants; the farmer, in bettering his land; and now they 
find that they can realize but a fraction of their invest- 
ment by selling what they have bought. Their goods are 
no longer salable; their credits are frozen by the similar 
predicaments of their debtors. Widespread disaster 
ensues. 

Charles Francis Adams gave a similar explanation of 
the business cycle in a number of articles first published 
in a Boston newspaper on the eve of the crisis of 1837. 
Whenever the volume of bank notes begins to expand, 
rising prices enhance business profits and business ac- 
tivity increases. This in turn tends to enlarge the de- 
mand for bank credit, further raising prices. The in- 
creased activity results in some addition to the volume 
of production, but more largely in higher prices under 
the spur of keener competitive bidding. The rise in 
prices in its turn reacts, like the increase in the number 

2. Raguet, Currency and Banking (1839), p. 136. All of this paragraph except the 
present quotation may be found in The Principles cf Banking, in Free Trade Advo- 
cate (July 4, 1829), vol. ii, p. 7. The same explanation of the business cycle is virtually 
reproduced in Currency and Banking (1839), pp. 134-137. Raguet’s knowledge of the 
nature of the business cycle makes it difficult to accept the statement that “little of 


value can be found in discussions [of commercial crises] published prior to 1837.” (E. D 
Jones, Economic Crises (1900), p. 15.) 
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of exchanges, upon the volume of bank currency. At 
last rising prices render the balance of trade unfavor- 
able, inducing gold exports; and contraction of bank 
accommodation brings an abrupt collapse.’ 

Adams made an interesting suggestion in explanation 
of the high profits that attend rising prices and that 
were admitted by all to be an essential key to the prob- 
lem of heightened business activity. The ‘‘rising prices 
of products while on the road to the consumer furnish a 
profit increasing perhaps in a greater ratio than the de- 
mand for interest, and not merely supplying the means 
for the payment of the rate already demanded but incit- 
ing strongly to the borrowing more even at a higher 
rate.”’ 4 

Vethake adopted the suggestions of Raguet and 
Adams, although his statement of the doctrine is less 
satisfactory. He laid considerable emphasis upon the 
increase of the velocity of circulation of money attend- 
ing the period of expansion, as, indeed, several previous 
writers had done, but not in connection with as good a 
theory of the cycle as that of Vethake.’ Gouge observed 
in 1833 that, “Anything that excites the spirit of enter- 
prise, has a tendency to increase the amount of Bank 
issues. . . . As the wild spirit of speculation has in most 
cases its origin, and in all its aliment, in Banking trans- 


3. C. F. Adams, Reflections upon the Present State of the Currency in the United 
States (1837), especially pp. 9-12. Adams apparently understood less clearly than 
Raguet the importance of his theory. He later undertook to defend the banks against 
the charge of causing crises. ‘‘ The course of trade,” he wrote, ‘‘ does not run much more 
smooth than that which the poet has singled out to make into a proverb. And whether 
credit is employed in it to a greater extent, or whether it is not, every commercial com- 
munity must calculate upon it as a fact of the highest probability, that some periods will 
be periods of particular success, and others, again, will make themselves remembered as 
signally disastrous.”’ Principles of Credit, Hunt’s Merch. Mag. (March 1840), vol. ii, 
p. 208. 

4. Adams, Reflections, etc. (1837), pp. 13-14. This notion is of interest by reason of 
the emphasis since placed upon jt by Professor Irving Fisher. Amasa Walker conceived 
of the business cycle as the accompaniment of a seven-year cycle of interest rates. Na- 
ture and Uses of Money and Mixed Currency (1857), pp. 35-36. 


5. Henry Vethake, Principles of Political Economy (1838), p. 177. 
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actions, these various causes operate in a circle.’’*® In 
1842 he went into greater detail, following Raguet. A 
speculative demand for goods, however incited, raises 
prices, and at the same time, ‘‘leads to the creation of a 
large amount of new business paper. This is discounted 
by the bankers, and then prices undergo an additional 
rise, through the additions made to the currency. This 
leads to a new speculative demand, which causes the 
creation of more business paper, and that in its turn a 
fresh issue of bank notes’’; and thus things go on until 
prices are raised so high that an adverse balance of trade 
calls a halt.’ 

Stephen Colwell, so firm a believer in the thesis that 
paper money issued by banks against real commercial 
paper cannot become redundant that he would do away 
with the restraint of convertibility, gave an excellent 
statement of the principles explained by Raguet. He 
sought to reconcile this with his general system by as- 
serting that the initial impetus to the cycle is given not 
by banks, but by speculating business men.® 


The notion of general overproduction, or glutting of 
the market, as a cause of commercial crises and cycles, 
played little part in the American discussion. Gouge in- 
dicates that complaint was sometimes made of “all 
branches of trade being overdone,” and he disposes of 
the matter rather ably. It is true, he asserts, that as 


6. Gouge, Short History of Paper Money, etc. (1833), p. 64. 


7. Gouge, Free Banking, Journal of Banking (1842), p. 388. Gouge had started 
out as an intense critic of banks of issue. At this time he seemed to be vacillating be- 
tween the position that notes issued against real commercial paper cannot be over-issued 
and the doctrine which we have just studied in the text. 


8. Colwell, Ways and Means of Payment (1859), pp. 534-535, 567-569. This book, 
the largest single volume on money and banking produced in America before the Civil 
War, marks Colwell as one of the most profound and scholarly writers of the period. Col- 
well was a wealthy merchant, altho originally trained for the law. His book is an able 
presentation of the argument for inconvertible paper money based upon the banking 
principle. 
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contraction of the currency, by diminishing purchasing 
power, spoils the market, one employer after another 
must release some of his workers, lending apparent 
plausibility to the idea that commodities in general have 
been produced in excess of the needs of the community. 
The discharge of a considerable number of employees, 
depriving them of their incomes, prevents their pur- 
chasing as freely as usual, thus tending to diminish pro- 
duction in other lines and further to increase unemploy- 
ment. A progressive deterioration of the market is 
introduced, and with it goes like slackening of produc- 
tion.’ Yet, ‘‘if the real wants of the community, and not 
their ability to pay, be considered, it will not, perhaps, 
be found that any one useful trade or profession has too 
many members. . . . But, in one sense, ‘ all businesses ’ 
may be said to be ‘ overdone,’ since all businesses are by 
this system rendered unprofitable.” ! In the eighteen- 
fifties the notion of a general overproduction of goods 
was refuted by E. Peshine Smith and, with qualifica- 
tions, by Francis Bowen.’ 

Hildreth emphasized, in this connection, the bearing 
of division of labor and its concomitant, production for 
a market, upon the occurrence of crises. Prices, Hil- 
dreth contended, fluctuated just as much in the eight- 
eenth century, but people were affected less thereby 
because there was relatively little exchange Most 
households were practically self-sustaining, buying little 
and producing little for sale. But with the great increase 
of division of labor, with its three broad classes of farm- 
ers, manufacturers, and merchants, people have become 
dependent for a livelihood, not merely on good crops and 


9. That the drop in prices, induced by deflation and by the forced liquidation of 
stocks made necessary by the calling of loans, in itself spoils the market, explaining the 
intensity of the distress, was commented upon by many. 

1. Gouge, Short History of Paper Money, etc. (1833), p. 27. 

2. Smith, A Manual of Political Economy (1853), p. 247; Bowen, Principles of Polit- 
ical Economy (1856), pp. 261-271. 
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an abundant sheep-shearing, but also on a good market 
for the products, that is, on prices.* 

At about the same time, Professor Dew commented 
upon the significance of specialization by any country in 
the production of one or a few commodities. Crises are 
intense in the United States because a single commo- 
dity, cotton, constitutes a large percentage of our total 
exports.‘ A fall in the price of this one export affects our 
balance of trade, and therefore the rates of foreign ex- 
change, very gravely, with the result that the country as 
a whole is made to suffer severely, rather than merely 
those who are directly engaged in producing cotton. 
Moreover, the production of cotton is localized, being 
confined to one large section of the country which pro- 
duces very little else. Directly or indirectly, every trade 
and the whole credit structure of the South are inti- 
mately connected with cotton. Distress in the cotton 
industry threatens the entire community with disaster.® 

Dew seems to have had some understanding of the 

3. Hildreth, ‘‘On High and Low Prices,” Hunt’s Merch. Mag. (Oct. 1840), vol. iii, 
pp. 305-311. 


4. Dew wrote in 1840. The following statistics, from the report of the Secretary of 
the Treasury for 1843, are pertinent: 


EXPORTS FOR SELECTED YEARS 
(In millions of dollars) 

















TOTAL 

Year Cotton Domestic | Foreign goods | Alle a 

goods | reéxported | “ °*Ports 
1821 20 44 21 65 
1830 30 59 14 74* 
1835 65 101 21 122 
1836 71 107 | 22 | 129 
1840 63 114 18 | 132 

} 











* The discrepancy between this and the sum of the two preceding figures arises in 
changing each to the nearest million. 

5. Dew, The Great Question of the Day (1840), pp. 9-10. Dew also laid emphasis, in 
explaining the disastrous nature of our revulsions, upon the great amount of land specu- 
lation, which is peculiarly fitted to cause crises. (Ibid., p. 11.) 















































315 





EARLIER THEORIES OF CRISES 


tendency of a particular industry to become unduly 
stimulated, attracting capital and labor from other lines 
until reaction brings a depression which spreads to all 
trades. A similar suggestion as to the origin of crises 
was made by a writer in the Democratic Review, who, like 
Dew, gave particular attention to cotton.’ Amasa 
Walker, after describing the period of rising prices and 
business activity, followed by that of falling prices and 
stagnation, declared that the activity of the boom period 
is primarily in speculation, not production. Further- 
more, agriculture does not expand as much as manu- 
facturing, since the demand for the products of the latter 
increases more rapidly. There is, in truth, ‘‘more 
change of occupation than increase of industry.” * And 
finally, to note one other reference to the misdirection of 
capital as productive of crises, a writer in the Bankers’ 
Magazine for 1859 observed that the ‘‘extensive absorp- 
tion of capital from the floating to the fixed state (e g., 
railroad construction), may very easily be, and, in point 
of fact, has been a fruitful source of commercial em- 
barrassments.”’ ® 

A curious idea, found in a number of writers, was that 
which held, somewhat anomalously, that crises follow 
periods of general overconsumption. Raguet, for ex- 
ample, pictures the typical cycle arising from the mutual 
reaction upon each other of increase in the quantity of 
bank currency, higher prices, and enlarged volume of 
commercial paper, to its culmination in the crisis. At 
this dénouement, says Raguet, — inconsistently with 
his preceding account, — it will be seen ‘‘that during the 
whole of this operation, consumption had been increas- 


6. Dew, op. cit., pp. 7, 8, 11. 

7. Cotton and the Currency Question, Democratic Review (March 1838), vol. i, 
pp. 389-390. 

8. A. Walker, Nature and Uses of Money and Mixed Currency (1857), p. 7. 

9. Crawley, Credit, Currency, and the Precious Metals, Bankers’ Mag. (Dec, 
1859), vol. xiv, p. 421. 
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ing, whilst production was diminishing — that the com- 
munity was poorer in the end than when it began,’ and 
that the apparent prosperity was not unlike the affluence 
of the spendthrift as he runs through his estate.! Tucker 
agreed with Raguet, explaining that ‘‘by the suspension 
or diversion of industry from its usual employments, 
production is diminished, and. by creating notions of 
wealth which are fleeting and fallacious, consumption is 
increased.” ? A writer in De Bow’s Review adopted the 
same view, and gave an inkling of its basis. It is futile, 
he urged, to seek in a fool-proof currency the preventive 
of the disasters that inevitably follow overconsumption. 
“The actual money of a country, or of several nations, 
consists only in a very small degree of either the paper 
circulating as money, or of specie. It is really formed of 
all exchangeable products. So long as any country, or 
section of a country, has surplus products of its industry 
to sell, it has money. . . . All commercial revulsions 
resolve themselves into the same elements, and always 
arise from the primary fact that more has been con- 
sumed than produced.”’ * 


II. SuGGEsTIons FoR MopERATING THE CYCLE 


Only Robert Hare‘ ventured to defend the cycle, 
questioning whether ‘‘the ultimate, or average ac- 
cumulation of national wealth’’ was not greater in con- 
sequence of these alternating periods of activity and 


1. Raguet, Principles of Banking, Free Trade Advocate (July 4, 1829), vol. ii, 
p. 7; Currency and Banking (1839), p. 137. 

2. Tucker, Theory of Money and Banks Investigated (1839), p. 40. 

3. T. P. Kettell, The Money of Commerce, De Bow’s Review (Oct. 1848), vol. vi, 
p. 247. Notice that this conception of crises as the aftermath of profligate consumption 
considered them only in their international (or intersectional) relations; that is, as pre- 
cipitated by a drainage of specie through the foreign exchanges. It does not take into 
consideration crises produced by such ill-balanced investments of capital among differ- 
ent industries as Dew and Walker referred to. 

4. Hare was a chemist of Philadelphia who found time, amid scholarly researches in 
his own subject, to write several articles and pamphlets of merit on currency problems. 
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depression. ‘‘Such fluctuations rouse men to extraor- 
dinary exertion, and by a reaction after each subsiding 
wave, cause business to revive with a renovated and 
accumulated force. It is in consequence of the stimulus 
and reaction which accompany or follow great catas- 
trophes, such as are produced by floods or fires, that 
after a few years, communities which have been sub- 
jected to them will appear to have made advances even 
greater than might have been anticipated, had no such 
deteriorating accident occurred.” > Others writers, how- 
ever, entertained no doubts as to the evil of the cycle, 
and earnestly sought measures for eliminating, or at 
least moderating it. 

The proposal most frequently made was the obvious 
one — do away with the banks of circulation to which so 
many ascribed the instability of business conditions; or 
regulate their note issue so as to prevent fluctuations. 
Gouge, Raguet, and Amasa Walker were perhaps the 
most prominent of a host of writers who urged this 
course. But, given the facts as they were, with banks in 
existence and issuing notes more or less freely, what cor- 
rectives were suggested? 

The burden of Mathew Carey’s Essays of 1816 (the 
first noteworthy discussion of crises I have found) was 
that banks should pursue ‘‘a steady and systematic 
career.’ © The distress then prevailing among the mer- 
chants of Philadelphia he ascribed partly to the liberal- 
ity of the banks in the early months of the year, but 
more largely to the drastic curtailment of accommoda- 
tions that followed. He repeatedly urged the banks to 
meet the crying needs of the business men.’ In the in- 
troduction to the Essays we are told that his advice was 


5. Hare, Do Banks Increase Loanable Capital? Hunt’s Merch. Mag. (June 1852), 
vol. xxvi, p. 705. 
6. M. Carey, Essays on Banking (1816), p. 32. 
7. Ibid., pp. 88, 133-151, ete. 
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heeded by the banks and ‘“‘the very resolution to extend 
their discounts raised murdered Confidence from the 
grave, and revived her once more.”’ ® 

The banks, in Carey’s opinion, had tied up too large a 
portion of their funds in government securities, and 
when they found it necessary to contract their liabili- 
ties, had thrown the burden of the contraction too 
largely on commercial loans. Banks should recognize 
their obligations to care for the needs of merchants, and 
when curtailment of their advances becomes necessary, 
should sell stocks in which they have invested rather 
than call commercial loans.* William H. Crawford, the 
Secretary of the Treasury at the time, adopted Carey’s 
suggestion and urged it in a letter to the president of the 
Bank of the United States.' 

Emphasis continued to be put by a number of later 
writers upon the need of liberal discounts in times of 
stress, and reference was frequently made to the bene- 
ficial effects of such a policy in allaying panics in Eng- 
land. Nathan Appleton, a Boston business man,? held 
the New York banks chiefly responsible for the crisis 
of 1857, asserting that their panicky contraction had 
caused most of the distress.* Others, on the other hand, 
saw only the need of contracting the currency at any cost 
when financial pressure begins, in order to strengthen 
the banks and to influence specie movements by altering 
the balance of trade. ‘‘If the share of the blame which 

8. M. Carey, Essays on Banking (1816), p. vii. 
9. Ibid., pp. 69-73, 123-129. 

1. Crawford, Letter to William Jones (Nov. 29, 1816), in Am. State Papers, Finance, 
vol. iii, p. 316. 

2. Appleton was one of the group which introduced the power loom in the cotton in- 


dustry of America. He played a prominent part in the New England life of his time, 
being a member of Congress and one of the founders of Lowell, Massachusetts. 

3. Appleton, Remarks on Currency and Banking (third edition, 1857), pp. 59, 61. 
Cf. The Banks and the Merchants, Hunt’s Merch. Mag. (Jan. 1858), vol. xxxviii, 
pp. 131-132; J. S. Ropes, The Financial Crisis, New Englander (Nov. 1857), vol. 
xv, p. 704. 
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may justly be imputed to the banks be analyzed,’’ wrote 
a committee of the New York banks, with reference to 
the crisis of 1837, ‘‘it will be found to consist in their 
not having, at an early period, duly appreciated the 
magnitude of the impending danger, and taken, in time, 
the measures necessary to guard against it; in their 
want of firmness — when the danger was more apparent 
and alarming— in yielding to the demands for in- 
creased, or continued bank facilities, instead of reso- 
lutely curtailing their loans and lessening their liabili- 
ties.” 4 When pressure arises in the money market, one 
writer observed, bankers must curtail their loans for per- 
haps two months. “If no new loans have been made 
during that time, the bank has then taken care of itself, 
as the directors are bound to see that it does, whatever 
may happen to themselves or others.’’ 


The use that might be made of a variable discount 
rate was but little understood. Such discussion of the 
matter as there was, centered around the problem of the 
wisdom of usury laws, with special reference to banks. 
Usury laws were still the order of the day. Hamilton, in 
recommending that the First Bank of the United States 
be prohibited from charging more than six per cent, 
argued that ‘‘tho laws which violently sink the legal 
rate of interest greatly below the market level are not to 
be commended, because they are not calculated to an- 
swer their aim, yet whatever has a tendency to effect a 
reduction, without violence to the natural course of 
things, ought to be attended to and pursued.” Limita- 
tion of the rate of interest that banks might charge was 
an expedient in point, he thought.* Several proposals 


4. Report of the New York delegates to the bank convention of 1837 (Dec. 15, 1837), 
Financial Register, vol.i, p. 229. Albert Gallatin was one of those who signed the report. 

5. Thomas G. Cary, Practical View of the Business of Banking (1841), p. 5. 

6. Hamilton, Report on a National Bank (1790), Am. State Papers, Finance, vol. i, 
p. 76. 
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were made throughout the first half of the century for 
laws reducing the rate that banks were free to charge, 
projects founded upon mercantilistic notions regarding 
the relation between low interest rates and business 
prosperity.’ 

The desirability of giving banks a free rein in raising 
the discount rate was urged by Gallatin in 1830. Banks 
should be able to adapt their rate to the state of 
commerce and the money market.* Professor Dew ex- 
pressed a similar opinion, in a systematic treatise expos- 
ing the fallacies of usury laws.° ‘‘The best means, in- 
deed, of rectifying the exchanges,’’ wrote an unidentified 
contributor to the American Quarterly Review of 1834, 
“is to increase the interest of money. This tends to re- 
duce transactions and lower prices. The fall of prices 
leads to the export rather than to the import of other 
commodities, and consequently to the return of gold 
and silver, till the currency is restored to its ordinary 
state.’”?!' He commended the English act of 1833, ex- 
empting the Bank of England from the operations of the 
usury laws with respect to its loans of less than ninety- 
day length. Hildreth thought that only the banks failed 
to evade the usury laws, being deterred by fear that their 
charters would be revoked.? Inability to raise their 
rates forced the banks to pass suddenly from lending 
freely at six per cent, to lending none at all, or only small 
amounts. Repeal of the usury laws would remedy this. 
“‘By increasing the rate of interest whenever they found 


7. Suggestions on the President’s Message (1815), p. 25; Observations on the Pro- 
posed Patriotic Bank (1815), pp. 21, 30; Edward Kellogg, Labor and Other Capital 
(1849), pp. 252-253. 

8. Letter to Biddle (Aug. 15, 1830), Writings (Adams edition), vol. ii, p. 437. 

9. Dew, Essay on Interest (1834), especially p. 13. 

1. The Public Distress, Am. Quart. Rev. (1834), vol. xv, p. 528. 

2. For evidence that the banks found abundant methods of evasion, see Cooper, 
Lectures (1826), p. 142; Gouge, Short History of Paper Money (1833), p. 31; Tucker, 
in Hunt’s Merch. Mag. (1858), vol. xxxviii, p. 15; Hunt’s Merch. Mag. (1857), vol. 
xxxvii, pp. 575 ff.; etc. 
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themselves beset by a multiplicity of borrowers, the 
banks would check the disposition to borrow in a much 
less violent and safer way, than by sudden and appar- 
ently capricious refusals to discount.” * 

The crisis of 1857 was followed by an increased num- 
ber of protests against the usury laws. The New York 
Chamber of Commerce, which had already begun to 
make the matter a subject of annual petition to the 
legislature in 1855, now pressed the point with renewed 
insistence. The Massachusetts Bank Commissioners 
pointed out the value of a flexible discount rate in check- 
ing speculative movements,® while J. S. Ropes wrote 
that ‘‘repeal of all usury laws, at least so far as concerns 
commercial loans, would be perhaps the most effectual 
remedy (for crises) that could be devised.” ® Nathan 
Appleton was of similar opinion.’ 

Other. writers took exception to the doctrine that 
banks should be permitted to raise discount rates at 
their own discretion. In fact, for the period before 1857, 
it would be difficult to say whether proponents or critics 
were the more numerous. Thus Vethake granted the 
error of usury laws in general, but thought that, as long 
as banking remained the exclusive privilege of a few 
institutions, capable of combining to raise the rate of 
interest to exorbitant heights, entire repeal of the law 
agaiast usury would be futile.* Henry C. Carey believed 
that England’s modification of her usury laws with re- 
spect to the Bank of England only gave the bank in- 
ducement.to bring on crises, through inflation, that it 
might reap the harvest of extreme rates.® ‘“‘However 


3. Hildreth, Banks, Banking, and Paper Currencies (1840), p. 168. 

4. Bankers’ Mag. (1858), vol. xii, p. 832. 

5. Report (Oct. 1857), pp. 89, 90. 

6. J. S. Ropes, The Financial Crisis, New Englander (Nov., 1857), p. 713. 

7. Appleton, Letter to S. H. Walley (Feb. 26, 1858), Bankers’ Mag., vol. xii, p. 782. 
8. Vethake, Principles of Political Economy (1838), pp. 221-222. 
9. H. C. Carey, Principles of Social Science (1858), vol. ii, pp. 393-394. 
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excellent this argument may be in the abstract,’’ wrote a 
critic of Bentham’s views on usury, ‘‘it will hardly apply 
to such a state of things as exists in the United States, 
where the lending of money is principally by irrespon- 
sible corporations, which have the privilege of making 
the money they lend.’’! And Tucker, in 1858, ques- 
tioned the wisdom of permitting banks to alter their 
rates freely ‘‘until the habits of prudence and good 
management are more settled, and more command the 
public confidence.’’ ‘‘The desire to increase their profits 
which now prompts them to excessive discounts, might 
then tempt them to raise the rate of interest; and the 
alternations from a low to a high interest, and from high 
to low, would give a new spring to gambling speculations 
with the funds of the bank, which is already sufficiently 
strong. Such a power, which may one day be safe and 
salutary, would certainly be, at this time, premature and 
mischievous.” ? 


If no great progress was made in formulating rules for 
a general credit policy, there was more satisfactory ad- 
vance with regard to certain specific practices in the 
banking system that were peculiarly liable to aggravate 
crises. Especially was this true after the revulsion of 
1857. Criticism was focused upon the banks in New 
York, into which the surplus reserves of the country al- 
ready tended to flow. 

Edmund Dwight, in 1851, had called attention to the 
distinct characteristics of the deposits of the New York 
banks, in so far as they consisted of balances due to in- 
terior banks. The creditor banks, Dwight observed, re- 
garded these. deposits as “‘specie funds,” relying upon 
them largely for means of meeting unusual demands 

1. Gouge, Journal of Banking (1841), p. 52. 


2. Tucker, Banks or no Banks, Hunt’s Merch. Mag. (Feb. 1858), vol. xxxviii, 
p. 153. 
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for specie. Hence it behooved the New York banks to 
keep an extra large reserve ratio, as do the central banks 
of Europe.’ Dwight now reiterated his ideas after the 
catastrophe of 1857. Our panics, he declared, are not 
accidental; they are due to the inherent weaknesses of 
our banking system. . ‘‘The law of interest is always 
urging towards the last point of expansion, and that of 
necessity and safety hurrying them [the banks] back to 
contraction. The limit of expansion is not fixed by 
statute, nor by any rule of sound banking. The only 
recognized limit is danger— immediate and pressing 
danger — and the mode of contraction, therefore, suits 
the cause; it is run for life, and its motto is sauve qui 
peut.”’* Could the New York banks be induced to keep 
but eight or ten millions of dollars additional cash, much 
distress would be avoided. For lack of that surplus 
lending power the nerve-center of our financial system 
ceased to function when most sorely needed; the banks 
of New York simply “‘went out of business as banks of 
loan and discount.’’ Dwight urged the adoption of a 
new customary reserve ratio and its enforcement by a 
board of the associated banks of the city.® 

A special committee of the New York Clearing House 
gave ready support to Dwight’s insistence upon more 
adequate reserves at the financial center. Two years 
later the editor of the Bankers’ Magazine renewed the 
agitation in an aggressive criticism of the complacent 
annual report of the New York banking department.’ 
Samuel Hooper, a prominent Boston merchant who was 


3. Dwight, The Progressing Expansion, Hunt’s Merch. Mag. (1851), vol. xxv, 
p. 152. 


4. Idem, The Financial Revulsion and the New York Banking System, Hunt's 
Merch. Mag. (Feb. 1858), vol. xxxviii, p. 158. 


5. Ibid., p. 162. 
6. Bankers’ Mag. (April 1858), vol. xii, pp. 823 ff. 
7. Ibid. (March 1860), vol. xiv, pp. 673-678. 
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a keen participant in the banking discussion of the day,* 
also urged the necessity of larger reserves at New York, 
and emphasized that such minor money centers as Bos- 
ton should likewise keep surplus reserves in behalf of 
their respective districts.° 
Hooper, Dwight, and Nathan Appleton showed some 
“recognition of the evil of decentralized responsibility at 
New York.! The idea of a modern central bank, with 
the function of caring for the surplus reserves of the en- 
tire banking system, was almost wholly lacking, how- 
ever. A few writers advanced the view, which was to be- 
come prominent during the period of the National 
Banking System, that the independent treasury fur- 
nished a favorable agency for providing such reserve 
lending power. It sufficed for most of the Jacksonian 
critics of banking to point out that the sub-treasury sys- 
tem removed so much of our resources from the baneful 
influence of the institution they opposed. But Gouge, 
who was for thirty years connected with the Treasury 
Department, gave later secretaries of the treasury the 
cue for claiming a positive benefit from separation of the 
fiscal operations of the government from the banks. He 
sought to show the shortsightedness of those who regard 

8. Hooper, after acquiring wealth in business life, served in Congress continuously 
from 1860 to the time of his death in 1875. He was a leading spokesman for the financial 
program of the administration during the Civil War. In a letter of 1869 Chief-Justice 
Chase attributed the success of the bill establishing a national banking system to 
Hooper’s efforts. 

9. Hooper, Specie in Banks (1860), p. 46. 

1. Hooper, op. cit., p. 43; Dwight, The Financial Revulsion, Hunt’s Merch. Mag. 
(Feb. 1858), vol. xxxviii, p. 162. For Appleton’s views see Boston Daily Advertiser, 
October 12, 1857 (sic) p. 51. 

A measure suggestive of the use of clearing-house loan certificates (the origin of which 
has usually been placed in 1857, or 1860) seems to have been adopted by an association 
of Boston banks formed soon after the suspension of specie payments in May 1837. The 
association resolved by unanimous vote that debtor members unable to settle their daily 
balances should give the creditor banks such security as the standing committee of the 
association might determine. The contemporary newspapers give no clue as to how 
much use was made of this provision, or concerning the report of the committee which 


was instructed to consider “‘ the expediency of making arrangements forthwith for the 
settling of daily balances *’ See Niles’ Register, vol. lii, pp. 195-196. 
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money lying in the government’s separate vaults as 
wasted in unproductive idleness. ‘‘In a country such as 
ours there ought to be somewhere a reserved fund of 
gold and silver, and no more appropriate place can be 
found for such a reservoir than the United States Treas- 
ury,’”’ urged Gouge. Nor should the banks complain, for 
they themselves benefit by the system of keeping the 
public money in special vaults. ‘‘If in their vaults, it 
would lead to new inflations; if in the public deposi- 
tories, more or less of it will come to their aid in times of 
emergency.” ? Two secretaries of the treasury in the 
next five years adopted Gouge’s view, and Howell Cobb 
urged that the states adopt independent treasuries for 
this reason.* Cobb’s report also shows that the doc- 
trine that the government should alleviate depressions 
and their attendant unemployment by increased expen- 
diture on public works was not unknown. His attitude 
toward this, however, was quite different, for he dis- 
missed it with a homily on the limitations of the proper 
functions of government, written in the best vein of an 
Adam Smith.‘ 


In connection with the reserve situation at New York, 
the practice of paying interest on deposits, and in par- 
ticular on the deposits of other banks, came in for its 
share of criticism after 1857. Earlier writers, referring 
primarily to the deposits of individuals, had favored the 
payment of interest, citing the benefits Scotland de- 
rived from such inducement to its people to place their 

2. Gouge, Special Report on the Public Depositories, in Finance Report of the Secre- 
tary of the Treasury (Dec. 1854), p. 268. Edmund Dwight had said almost as much 


in 1851: The Progressing Expansion, Hunt’s Merch. Mag. (Aug. 1851), vol. xxv, p. 
149. 


3. James Guthrie (who also pointed out that the independent treasury may affect the 
money market adversely), Finance Report (Dec. 1856), p. 32; Howell Cobb, Finance 
Report (Dec. 1857), pp. 21 ff., and Finance Report (Dec. 1858), p. 16. 


4. Cobb, Finance Report (Dec. 1857), p. 12. 
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money in the banks.’ Mathew Carey had, in 1816, 
taken exception to a new arrangement by the banks of 
Philadelphia whereby they paid interest upon balances 
due to each other, contending that this would tend to in- 
duce each bank to contract harshly, lest it have to pay 
interest on adverse balances, at times when such a policy 
would be disastrous to the community. But now the 
development of New York as the reservoir of the coun- 
try’s surplus reserves presented the problem in a new 
light. 

The superintendent of the banking department of 
New York, in his annual report of 1857, criticized the 
practice of paying interest on current deposits; and 
early in 1858 the New York Clearing House Association 
appointed a special committee to consider its discon- 
tinuance. The committee’s report stated admirably the 
case against the paying of interest. The current de- 
posits in the New York banks, it observed, consisted in 
large part of the virtual reserves of country banks. ‘“‘ As 
such deposits constitute the credit and stability of the 
country at large, its conservative power for sudden con- 
tingencies, they should be considered an inviolable 
trust, free from all risk, and consequently from direct 
profits.” ’ But a bank, “having committed this first 
error of paying interest on its deposits, is therefore com- 
pelled, by the necessities of its position, to take the 
second false step, and expand its operations beyond all 
prudent bounds.’ * Furthermore, the payment of in- 
terest on deposits induces the country’s reserves to flow 
to New York to an excessive degree. The members of 


5. Rae, New Principles, etc. (1834); reprint by Mixter under title, Sociological 
Theory of Capital (1905), p. 313; Tucker, Theory of Money and Banks (1839), pp. 219, 
220, 256-258. 

6. M. Carey, Letters to the Directors of the Banks of Philadelphia (1816), Preface, 
p. xix. 

7. Bankers’ Mag. (April 1858), vol. xii, p. 824. 
8. Ibid., p. 825. 
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the association were overwhelmingly in favor of the re- 
port, but, as in later years, could not prevail upon the 
dissenting few to adopt the reform. After the crisis of 
1857 the abolition of the practice of paying interest on 
current deposits became one of the stock proposals of 
critics of our banking system. 

Still another aspect of the situation at New York 
attracted attention—the deceptive qualities of the call 
loan. Call loans secured by stocks as collateral seem to 
have become popular with the banks of New York and 
Boston at an early date; but their mischievous influence 
received rather little comment before the panic of 1857 
had imparted its many lessons. A special committee of 
the New York legislature reported against such loans in 
1837, but for reasons quite different from those ad- 
vanced in later discussions.® Raguet, in enumerating 
various "abuses whereby banks seek to increase their 
earnings, included without comment the practice 
“adopted by many of the banks of New England, and 
perhaps of other places, of lending to brokers on interest, 
repayable on demand, a large proportion of the amount 
which banks in other places consider themselves bound 
to keep on hand, in coin, to meet possible demands.” ! 
And the Massachusetts bank commissioners depre- 
cated demand loans in their report of 1855, urging that 
the banks substitute for them ‘‘paper so timed that it 
will turn up at proper intervals without surprising the 
public.” 2 But the panic of 1857, which, in its banking 
aspects, must be grouped with those occurring under 
the National Banking System before 1913, marked the 
beginning of the latter-day agitation against call loans. 

Ezra C. Seaman, the historian, writing in December of 
1857, included excessive resort to call loans in a tedi- 

9. New York Assembly Doc. 328 (1837), vol. iv, pp. 4 ff. 


1. Raguet, Currency and Banking (1839), p. 309. 
2. Massachusetts Report of the Bank Commissioners (Dec. 1855), p. 75. 
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ous recounting of the varied causes which he considered 
responsible for the crisis of that year.’ The keen ob- 
server Dwight went into further detail. Resort to ‘‘the 
treacherous resource of ‘ call loans,’ delusive alike to the 
banks and the public,” he termed ‘‘the great panic-mak- 
ing power.” “Call loans with stock collaterals are put 
in the place of specie. The theory looks plausible as 
proposed by each separate bank. ‘ If the balances are 
against us we can call in our loans — get checks on other 
banks — and thus obtain the needful coin at any mo- 
ment.’ But in practice it is not so. The causes which 
alarm one bank alarm the whole. Upon any shock to 
confidence, they all call in at once. The stock collat- 
erals are forced upon the market at the same moment 
that its ability to take them is almost destroyed by the 
total cessation of new loans.’’¢ The prices of stocks col- 
lapse, while merchants are in turn adversely affected by 
the struggle of brokers for money to avoid sacrificing 
their holdings, and by the cessation of bank loans. The 
country banks share in the panic and the whole country 
becomes involved. By the operation of these call loans, 
millions come suddenly due, and, while they ruin for- 
tunes, they are comparatively impotent to strengthen 
the banks. The calling of loans cannot increase the total 
of specie holdings in New York until it has had time to 
turn the domestic and foreign exchanges in favor of that 
city.5 

The call-loan evil was referred to in the next few 
months by many others, including the special committee 
appointed by the New York Clearing House Association 
immediately after the crisis,® and a similar committee of 

3. Seaman, Panic of 1857, Hunt’s Merch. Mag. (Dec. 1857), vol. xxxvii, p. 660. 


4. Dwight, The Financial Revulsion and the New York Banking System, Hunt’s 
Merch. Mag. (Feb. 1858), vol. xxxviii, p. 159. 


5. Ibid., 
6. Bankers’ Mag. (April 1858), vol. xii, p. 826. 
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the Boston Board of Trade.’ The necessity of maintain- 
ing surplus reserves in the New York depository banks, 
of discontinuing the practice of paying interest on 
deposits, and of eliminating the use of call loans as a 
secondary reserve, were matters of commonplace know- 
ledge after 1857. These criticisms of the specific condi- 
tions producing the crisis of that year, read in the light 
of what Raguet and others knew about the more general 
nature of the cycle, leave the reader feeling as if he had 
just turned from the comments of some economist of 
1908 upon the crisis of the preceding year. 


Harry E. MItuer. 


CiarK UNIVERSITY. 


7. Bankers’ Mag. (May 1858), vol. xii, p. 253. 
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ROSS’S RUSSIAN SOVIET REPUBLIC! 


Proressor Ross’s book, the third and last of his series 
dealing with Bolshevist Russia, does not purport to be a 
thoro economic or sociological study. The greater part of it 
has to do with political and especially international events 
and with criticism of the motives of the participants. More- 
over, in his preface, the author disclaims the attempt to pre- 
sent a definitive history, and his main object is to refute some 
of the “lies and propaganda”’ about Russia. 

The author declares forcefully enough that the Communist 
philosophy of production is fundamentally wrong and that it 
has proved a thoro failure in practice. On the other hand, he 
maintains, with equal force and at much greater length, that 
the assistance which the Allied governments and, to some ex- 
tent, the United States gave to the various armed efforts to 
overthrow the Soviet régime was a grievous blunder and 
wrong, due in part to delusions and misrepresentations and in 
part to illegitimate motives. With the general attitude of 
Professor Ross on this subject I have no quarrel. I have 
not made a sufficient study of the evidence to weigh satisfac- 
torily most of his statements of fact. One can hardly escape 
the feeling, however, that he has not always been very dis- 
criminating — that he has been disposed to accept a little too 
readily evidence from the Bolshevist side while discounting 
too much that from the other side; to assign noble motives to 
the Communists and ignoble motives to their opponents. One 
may question whether quite “all the party leaders who in 
November 1917, laid rude hands on Russian society to re- 
mould it by force were sincere men.” 

1. The Russian Soviet Republic, by Edward Alsworth Ross. New York. The 


Century Co., 1923. Pp. xv, 405. 
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In his chapter on military intervention, after expressing 
some sympathy for the French holders of Russian bonds who 
desired intervention to protect their interests, Dr. Ross as- 
signs as the chief motive of intervention the desire of the 
capitalist class to maintain its position of dominance. He 
says: “It never occurred to them [the capitalists] to meet un- 
sound ideals with arguments and appeals. In their panic they 
could think of nothing but shooting. Whatever the cost in 
blood, the Russian gentry so cavalierly bumped off must be 
reinstated in their property rights. Let the working class the 
world over learn that governments of every kind stood shoul- 
der to shoulder in their determination to crush proletarian 
dictatorship wherever it showed itself. ... This blaze in 
Russia must be stamped out quickly, lest it spread and con- 
sume their legal underpinning. . . . The Bolsheviks aimed a 
drive at men’s minds. The capitalists met it with violence on 
men’s bodies.”’ 

Now one may admit that the capitalists have too much 
political power in the world and had too much to do with in- 
tervention in Russia. One may believe that even from the 
standpoint of their selfish interest they were wrong in foster- 
ing intervention. But that the foreign governments were 
moved solely either by sordid motives or by silly fears can 
hardly be justly asserted. It is all a question of emphasis. 
Professor Ross himself shows elsewhere the ruthless manner in 
which the propertied classes — and indeed many who had lit- 
tle means but who opposed on principle the Communist policy 
— were dispossessed, driven out, and even slaughtered in 
Russia. He says definitely that “The first year of the Com- 
munist régime was characterized by frank avowal of the in- 
tention to disseminate propaganda abroad in order to bring 
about the overthrow of existing governments and their re- 
placement by Soviet republics”; and, he might have added, 
the establishment of Communism throughout the world. He 
says nothing as to whether the Bolsheviki contemplated in- 
vading foreign countries to aid in uprisings there, but cer- 
tainly there was enough indication of such intention to justify 
serious apprehension. Finally, Professor Ross’s emphatic 
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declaration that Communism in Russia has not benefited 
even the “common people” should go toward erasing the 
stigma of sordidness from those who sought actively to stamp 
out the revolutionary disease at its inception before it could 
spread over Europe. No doubt, howeve.’, the far wiser course 
would have been to let the Bolsheviki alone in their own coun- 
try and to wait for the inevitable failure of their experiment, 
taking steps merely to prevent any armed incursion on their 
part into the rest of Europe and perhaps to restrict their 
foreign propaganda. 

As to this latter point, Professor Ross holds that many 
widely disseminated claims as to the extent of Russian pro- 
paganda have been greatly exaggerated. He declares that the 
first and most important efforts of this sort were directed 
against Germany at a time when they might even have served 
to aid the Allied powers who were still fighting her, and at a 
time too when the Russians were smarting under the injustice 
and deception of Brest-Litovsk. He presents four or five 
specific items of evidence — by no means startling — of actual 
propaganda activity, and refers to these as constituting “‘the 
solid facts available,” about which “has been built up an 
enormous edifice of unsupported assertion.””? He proceeds to 
cite with ridicule a number of yarns as to Bolshevist propa- 
ganda, which are, in fact, for the most part obviously absurd. 
One cannot help feeling, however, that his investigations 
have been rather summary, and that propagandist activity 
may have been considerably greater and, in a world already 
upset by the war, more dangerous than he admits. In another 
chapter, Professor Ross does declare that the Bolshevist pro- 
paganda in the east was extremely effective; but he holds that 
this was a measure of retaliation for British interference, 
especially in the Caucasus. 

Our author’s portrayal of the fate of the Russian bour- 
geoisie is vivid and sympathetic. On the other hand, he holds 
that the systematic resort to the Red Terror under the Tcheka 
was not due to mere hate, but was primarily a matter of self- 
defense — a natural method in what was in effect a civil war 
between revolutionists and counter-revolutionists. He ac- 
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cepts as probable the most conservative estimates of the 
number executed during this period of terrorism. He is of 
course right in rejecting the enormously high figures which 
have been put forth in certain European “lie factories.’”’ The 
true figures will probably never be known. 

One could wish that Professor Ross had devoted the whole 
of his volume rather than a few chapters to a discussion of in- 
ternal political, social, and economic conditions and policies in 
Russia, that he had piled up a large body of facts to substan- 
tiate his, in general, very sound conclusions. There have been 
in circulation many misleading claims of rapid progress and 
prosperity in Russia as well as exaggerations of failure, mis- 
ery, and wrongs. Many American writers and journals of 
some standing are even now claiming far greater achieve- 
ments for the state Socialism which has succeeded the original 
Communism than are ever boasted of by the Soviet leaders or 
by the official Soviet press. An unprejudiced presentation of 
the actual facts — revealed with fair clearness in Soviet offi- 
cial documents and official newspapers — as to production, 
trade, and finance, and as to the economic policies now 
being followed, would be of immense value. This, however, is 
no part of our author’s purpose. His aim in briefly describing 
the failure of Communism is evidently to forestall any charge 
that he is prejudiced in his criticism of anti-Bolshevist propa- 
ganda and of intervention in Russia. 

The Soviet system of government itself is rightly described 
as not really democratic. It offers excellent opportunities for 
the party on top to maintain itself permanently in power. 
The Communists have devised “a fine bagful of tricks” for 
gaining and keeping the upper hand. They repress the propa- 
ganda of their opponents, Dr. Ross continues; they challenge 
elections which give results against them. The régime is not 
even a dictatorship of the proletariat — it is a dictatorship of 
the small Communist party whose membership varies from 
200,000 to 600,000, or rather that of a few leaders within the 
party. 

Professor Ross sympathizes — as do most people — with 
the division of the great landed estates among the peasants, 
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tho he suggests that it would have been easier and better to 
accomplish this without violence and with some small com- 
pensation to the owners. He points out that the original in- 
tention of the Soviet leaders to extend Communistic methods 
to the cultivation of the soil was in practice carried out only 
in the starting of a limited number of communal farms, and 
that these, as might be expected, ‘wanting the spur of self- 
interest, the foresight of the property owner, and the disci- 
plinary power which successful management requires . . . 
ran down with appalling rapidity.” The new land laws, he 
tells us, have made great concessions to the stubborn in- 
dividualism of the peasant. He shows, too, that the former 
policy of taking from the peasant all his product above the 
official ration had to be abandoned in 1921, because it left him 
without incentive to produce beyond his own requirements, 
and that at present — barring, he should have mentioned, the 
government monopoly of export — the peasant is free to dis- 
pose of his product after the payment of a fixed tax. 

One could have wished that Professor Ross had told us 
more about the recent progress toward recovery in agricul- 
ture — that branch of industry which in Russia far outweighs 
in importance all others combined. Crop acreage increased 
approximately 15 per cent in 1923 and the area fall-sown for 
the crop of 1924 is reported to show a further increase of 10 
per cent. This increase, however, has been in large part due 
merely to the desire of the peasants to raise enough to feed 
themselves and their livestock. They have a motive to pro- 
duce some surplus, to be exchanged, principally for the pro- 
ducts of the neighborhood handicrafts. By reason of insignifi- 
cant supply and altogether excessive prices, the products of 
domestic factories tempt the peasant but little, and the price 
he receives for grain going for export has not been such as to 
furnish much incentive to increase production. World prices 
have been low, the overhead costs of government manage- 
ment and transportation have been extremely high, and above 
that the government export monopoly has exacted a large 
profit. A recent Soviet writer stated that of a price of 138 
gold kopecks per pood for grain in London, the peasant, sit- 
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uated at a distance of only 100 versts from the seaboard, re- 
ceives only 62 kopecks. Should the Government abandon its 
monopoly of export and permit the codperatives — in which 
lies the chief hope for ultimate progress in Russian agriculture 
— a free hand in exporting the products of the farms and im- 
porting the goods which the peasants desire, Russian agricul- 
ture might comparatively soon approach its pre-war output. 

The nationalization of manufacturing and mining industry 
has, in Professor Ross’s opinion, proved a decided failure. 
While the great decline in output is attributed by him in part 
to the famine, to the damage to plant from internal wars and 
interventions, and to other causes for which the Government 
was not to blame, he finds the lack of incentive on the part of 
managers and workers alike a basic weakness. He quotes with 
approval the opinion of Mr. Bullard that the Soviet leaders 
have given surprisingly little thought to the problem why the 
laborer toils, why the capitalist organizes. He characterizes 
as childish the ‘‘desperate measures”’ resorted to in order to 
retrieve production. He rightly points out that the number of 
industrial workers has enormously decreased, and that, great 
as were the abuses of the former capitalist régime, the present 
wages of the workers are lower than they have been for a 
generation. 

There is little detail regarding the various changes in meth- 
ods of organization of industry and of remuneration of labor, 
which are dubbed the ‘New Economic Policy.”” Our author 
speaks of the “magic effect of NEP” in stimulating produc- 
tion, as shown by the statistics of the last three months of 
1921 as compared with the previous nine months. He might 
have added that even this increased production was barely a 
quarter of that preceding the war, and that progress became 
very slow and intermittent after the first upswing. The ex- 
cessive costs of production of the state concerns — which still 
do most of the business — result in prices so high that much 
of the output can find no market among the great mass of the 
peasantry. A recent Soviet writer declares that of the very 
modest program for the production of agricultural imple- 
ments in 1922-23 only 50 per cent was accomplished; and 
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that of the implements made, only one fifth had actually been 
sold to the peasants, by reason of the impossibly high prices. 

The account of the evolution of labor policy in Russia ends 
with the adoption in 1921 of the wage system known as “‘col- 
lective payment.” This too has since gone to the scrap-heap. 
At present individual wages are paid quite as in our own coun- 
try, the rates being negotiated between the trade union and 
the employer, whether the latter be a private concern or a 
state “trust.” Real wages are now materially higher than in 
1921, but are still, according to Soviet statistics, equal to only 
about 55 per cent of pre-war wages. 

The rehabilitation of Russian manufacturing and mining 
industry, as Professor Ross says, is largely dependent on 
drawing foreign capital, which already before the war con- 
trolled the greater part of these industries. Our author thinks 
that the Soviet Government has been liberal in its offers to 
the capitalists, and he finds that the slowness of the capitalists 
in seeking concessions is due chiefly to fear that they cannot 
exercise as much influence over the Soviet Government as 
over their own government and that “their claims against the 
Russian Colossus will never be enforced at the cannon’s 
mouth as have been enforced the capitalists’ claims against 
Morocco or Egypt or China.” To the present reviewer it 
seems that other motives enter in, also. Many of the conces- 
sions offered are of property confiscated from private owners, 
and most business men hesitate to become receivers of what 
they consider stolen goods. The normal proposition made by 
the Government is an equal division of profits between it and 
the operating concern; and, at least until recently, the Gov- 
ernment’s word as to management was expected to be final. 
These terms were not over-attractive. A further grave ob- 
stacle to the investment of foreign capital is the disastrous 
condition of economic life in general — the inadequacy of 
transportation and of supplies of fuel and raw material, the 
demoralization of labor, the lack of buying power on the part 
of the people. 

Professor Ross undertakes no forecasts as to the tendency of 
Russian economic policy in the future. As a matter of fact, it 
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has already progressed a good way toward the “Right,” and 
there is fair reason to hope that it will continue in the same 
direction. One could wish that with his extended studies of 
the psychology of the Russian people and the Soviet leaders, 
our author had expressed some opinion as to whether they 
have really learned the error of the Communistic philosophy. 
Often in their pronunciamentos the leaders declare that the 
movement toward capitalistic methods is only a temporary 
retreat; that when the people have learned better how to do 
business and have been brought to higher intellectual and 
ethical standards, Russia will go back to thoro-going Com- 
munism. One is inclined to believe that in general such dec- 
larations are mere “saving of the face,” and that at heart 
most of the leaders know that anything approaching pure 
Communism can never succeed in Russia or anywhere else. 
It is not to be desired that Russia should go back to that 
brand of capitalism which prevailed before the Revolution. 
Were her people on a high intellectual and moral plane, it 
would be possible for them to build out of the present wreck 
an economic organism in which, while the motive of private 
interest was given its necessary place, social control should 
check the unjust distribution of wealth and the exploitation 
of the many by the few. It is to be feared, however, that the 
old vicious circle — over-population, poverty, ignorance — 
will keep Russia for generations to come from attaining such a 
plane as will permit really good government or an economic 
system at once just and efficient. The policy of the Czarist 
régime was in part, but only in part, responsible for the bad 
conditions of the past. Moreover, so far as it was responsible, 
its evil influence lives still and will long persist. In a sense, the 
worse a government is, the less the people can benefit them- 
selves by overthrowing it. 

Professor Ross, in his final chapter, declares that, despite 
Russia’s object lesson in the unworkableness of Communism, 
the revolution there has loosed the revolutionary spirit far 
and wide in other parts of the world. The workers have 
learned by example that “we do not have to stand this.” 
Whether he is right or not in attributing the growth of unrest 
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elsewhere to Russia’s action, there can be no doubt that in 
most of the countries of the world it has grown materially in 
recent years. Our author concludes that the lesson which the 
capitalists of the world should learn is ‘Go to work”; that 
not merely the welfare but even the safety of society demands 
that private capitalism shall serve the public instead of 
dominating and exploiting it. With this conclusion the great 
majority of economists and sociologists, and also, I believe, a 
majority of the capitalists and business men themselves, will 
agree. 

E. Dana DuRanp. 

Wasuincron, D. C. 





DAWES’S BUDGET OF THE UNITED STATES! 


Tus book is the record of a great undertaking, but it is not 
a great book. It is the personal diary of the first Director of 
the Budget during his one year of office. It contains a collec- 
tion of official reports, letters, addresses, and other docu- 
ments, together with semi-official letters and memoranda to 
and from the President, the whole loosely tied together by the 
author’s running notes and comments. The latter were evi- 
dently written hastily, whenever opportunity gave a few 
spare moments to jot down the impressions of the day’s work 
just completed, speculations as to the events of the morrow, 
outlines of plans for the future, and more or less critical com- 
ments on men and things in general. What we have is not so 
much a finished book as the notes and materials for a book. 

This is said in no spirit of fault-finding. Quite the contrary. 
General Dawes is a great executive; he lays no claim to great- 
ness as a writer. During the period in which this book was 
being written, he was engaged in putting through to success 
an undertaking of far-reaching importance and almost incon- 
ceivable complexity and difficulty. That he could find time 

1. The First Year of the Budget of the United States, by Charles G. Dawes, former 


Director of the Budget of the United States. New York, Harper and Brothers, 1923. 
Pp. xiv, 437. 
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and energy to write anything at all is the remarkable thing. 
And he deserves well of us for presenting just this sort of 
record before the events are cold. 

The book will not be popular with the general reader. Few 
will have the patience to read it through. And much of its 
significance will be lost to those who take it up without pre- 
vious knowledge of the main features at least of our budget- 
ary problem. On the other hand, those who have been fol- 
lowing the financial history of the United States will welcome 
this personal record and will gladly let it take them behind the 
scenes of one of the big acts of our financial drama. 

The accomplishment of the first year of the Bureau of the 
Budget was both more and less than the establishment of a 
budget system. The central feature of the Budget and Ac- 
counting Act of 1921 was the provision of a budget bureau as 
an instrument in the hands of the President. Thus were 
settled two crucial questions about which controversy arose in 
the discussion following President Taft’s abortive attempt to 
inaugurate a national budget in 1912. President Taft’s plan 
was ignored by a hostile Congress. But the public did not 
ignore it. The staggering burden of direct taxation imposed 
by the war brought home the necessity of efficient and respon- 
sible conduct of the nation’s business, a matter regarded with 
easy-going indifference during a century of moderate govern- 
ment costs and indirect taxation. 

The problem of establishing a budget for the United States 
raises questions that do not trouble the ordinary parliamen- 
tary government. There was the question of the executive 
versus the legislative budget. The latter naturally had the 
support of those who sought to preserve the traditional su- 
premacy of Congress in matters of finance. But the logic of 
the case pointed inevitably to the executive budget, and the 
law so ordered it. Assuming the executive budget, the second 
question was: should the Secretary of the Treasury or the 
President have the responsibility of preparing the estimates? 
Here again the logic of the case was against those who hoped 
to make the Secretary of the Treasury a Chancellor of the 
Exchequer. 
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General Dawes made it his principal task to establish a 
solid foundation of precedent beneath the principle of the 
Presidential budget. In this purpose he evidently had the 
whole-hearted support of President Harding. The Bureau of 
the Budget was, first of all, the President’s instrument for ac- 
quiring information of the operations of the various branches 
of the government. The Director became his personal agent, 
responsible to him alone, and with power to examine any 
office or officer of the government. It was early settled that 
the Director had authority to summon the Cabinet heads to 
conference, and that his calls upon chiefs of bureaus and other 
administrative officers should take precedence over the Cabi- 
net head of the department or any head of an independent 
organization. 

The new Bureau of the Budget was not created merely to 
take over from the Secretary of the Treasury the clerical task 
of preparing for Congress the Book of Estimates. Its function 
was rather to pass critical judgment upon the estimates of the 
various departments and other independent branches of the 
government, in order to secure economy and efficiency and so 
to reduce public expenditures. Here is where General Dawes 
performed his greatest service. The most interesting part of 
his story is the account of how he gained the codperation, 
generally willing and cordial, sometimes jealous and reluc- 
tant, of the hundreds of officers in direct charge of the Gov- 
ernment’s business organization. He built up a remarkable 
body of “‘coérdinators.” He obtained transfers of equipment 
and services from one office to another. He checked the prac- 
tice of one department selling at forced sale equipment which 
another department then bought at high prices on the open 
market. He compelled the several departments to avail them- 
selves of each other’s facilities. Here is an example in General 
Dawes’s own words (page 188): 

‘Take the case of the economies in motor transport. How 
did it start? Lieutenant Francis J. Kilkenny one day brought 
to my attention the fact that the Treasury Department was 
to pay $3,500 to a private concern for moving a portion of the 
Internal Revenue Office from the Treasury Building to an- 
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other government building, with the suggestion that the gov- 
ernment must have empty trucks somewhere to do this work, 
even if the Treasury Department did not have them. I called 
up my old comrade, General Krauthoff, of the War Depart- 
ment, and asked him if he did not want to take a contract to 
move this office with army trucks. He said of course he did. 
He therefore made a contract with the Treasury Department 
to move the office for $1,200 with department men and trucks. 
The Secretary of the Treasury was happy because, on the 
face of it, it showed a saving of $2,300 to the Treasury De- 
partment. The Secretary of War was happy because, on the 
face of it, it showed an earning of $1,200 for the War Depart- 
ment. But, above them both, the President of the United 
States was happy because it saved the whole $3,500 for the 
government. That incident led to the codrdination of motor 
transport in the District of Columbia, on which savings are re- 
ported at the rate of $100,000 per year. That led, in the army 
corps areas, to the commencement of motor codérdination. 
That is why four hundred army trucks helped move the 
Christmas mails over the country for the Post Office Depart- 
ment.” 

It is thus that the Bureau of the Budget has looked beyond 
the mere setting up of a budget system. It has sought to co- 
ordinate the various branches of the government into a unified 
business organization. The lack of system and coéperation 
disclosed by this record is almost unbelievable. The measure 
of reform already accomplished is most gratifying. 

The final test of the result is the saving of the taxpayer’s 
money. Here let the figures speak. Immediately upon taking 
office late in June 1921, General Dawes was asked by the 
President to prepare a revision of the budget for the fiscal 
year ending June 30, 1922. This was the new Director’s first 
task. It was carried through with characteristic vigor, re- 
sulting in a saving of expenditures for that year which is 
estimated at $250,000,000. The first budget actually pre- 
pared through the efforts of the Bureau was that of 1923, 
submitted to Congress by the President on December 5, 1921. 
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It showed the following figures (total expenditures include 
reduction in the principal of the public debt, etc.): 


Ordinary Expenditures Total Expenditures 


1921, actual. ......... $4,088,295,848 $5,538,040,689 
1922, estimated....... 2,574,758, 166 3,967,922,366 
1923, estimated....... 2,127,053,927 3,505,754,727 


‘This is the budget for which General Dawes was respon- 
sible. On December 3, 1923, President Coolidge transmitted 
to Congress the budget for 1923, containing these figures: 


Ordinary Expenditures Total Expenditures 


1923, actual.......... $2,038,541,086 $3,532,269,266 * 
1924, estimated....... 2,071,914,093 3,565,038,088 
1925, estimated... .... 1,876,611,773 3,298,080,444 


* The amount stated in the President’s budget message was $3,697,478,020, but 
this included certain sums which the accompanying budget statements deducted from 
botb receipts and expenditures in order to make the figures comparable with previous 


budgets. 


It was the surplus of over $300,000,000 (actual or esti- 
mated) for each of these years that made possible Secretary 
Mellon’s proposal last November for a material reduction 
of taxation. Already since the World War the public debt 
has been reduced by a sum greater than the total debt of 
the Civil War. These are, in part at least, the results of the 
first steps toward business methods in the nation’s business, 
for which credit is due to the Bureau of the Budget and its 
first two directors, General Dawes and General Lord. 

However, let it not be supposed that a real budget system 
has now been established for the United States. Actually the 
first step only has been taken, albeit a most important and 
necessary first step. We now have an executive Bureau of the 
Budget, under the President, where it belongs. Through its 
agency a real budget statement is prepared each year, after 
careful examination and pruning and coérdinating of the 
estimates. Even this first step lacks the complete fulfilment 
which must await the adoption of a uniform. system of ac- 
counting for all the government’s business. This is the extent 
of our progress. There remains the task of reorganizing the 
method of legislative consideration and passage of the budget. 
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This. must involve granting to the executive the right to be 
present with Congress during the consideration of the budget, 
to answer questions and defend its financial plan. It must in- 
volve the reorganization of the committee system of the 
House and the Senate. There remains work to do no less 
difficult and no less important than that so well accomplished 
by General Dawes. 


Frep RocGers FatIrcHILp. 
Yate UNIVERSITY. 





KYRK’S THEORY OF CONSUMPTION! 


In regard to the Consumption of Wealth, opinion seems to 
be divided between the view that it is a branch of economics 
which has hitherto received less than its share of attention, 
and the impression that no real economic science of consump- 
tion is attainable. The latter opinion was indicated by Taus- 
sig, when he referred to consumption as “an uncertain group 
of topics in which it is difficult to get beyond platitude or ex- 
hortation ” — epithets which undoubtedly apply to a great 
deal that has been written on the subject. The new prize 
essay in the Hart, Schaffner and Marx series, on the theory of 
consumption, is therefore of unusual interest, and gives oc- 
casion to consider again whether there is, or ought to be, a 
real economics of consumption. 

We may briefly characterize the author’s approach as that 
of “institutional economics,” in that those parts of her ma- 
terial which are not fairly orthodox economics are drawn 
chiefly from what is called social psychology; and also in that 
the leading doctrine is that men’s wants and motives are de- 
termined much more by the social influences of their time 
than by individual innate forces. Like some other social- 
value writings, too, considerable effort is made to utilize the 
literature of the philosophical theory of value. The essay’s 


1. A Theory of Consumption, by Hazel Kyrk. Houghton Mifflin Co. Pp. 294. 
$2.50. 
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appeal, therefore, is bound to be stronger to those readers who 
are already in sympathy with this sort of sociological eco- 
nomics, than to others, including the present reviewer, who 
regard more favorably a mechanistic and experimental psy- 
chology, applied to inductions on concrete quantitative data. 

Details of the idea that consumers’ wants are shaped mainly 
by social influences are developed, first, by an account of the 
limitations which exist upon the consumer’s “formal freedom 
of choice,” such as inequalities of income, high-pressure sales- 
manship, or the small scale of household administration; and 
a number of suggestions are made toward improving the art 
of consumption, in the sense of enabling consumers more effi- 
ciently to get what they want. Then the familiar economic 
furniture of producer, consumer, etc., disappears; the stage is 
set with sociological apparatus like instincts, folkways, and 
social classes; and the social-value doctrine is developed fur- 
ther in four chapters concerning “Standards of Living,’’ how 
they arise and change, and when they are good. This expres- 
sion, standard of living, in both the Malthusian and the Webb- 
ian senses, seems to Miss Kyrk the best device for expounding 
principles of want-evolution, since it connotes class-standards 
of consumption, as well as the social pressure which we all feel 
impelling us to maintain or advance our accustomed manner 
of expenditure. In short, she is preoccupied with the problem 
of conventional necessities. 

Among the principles proposed for analyzing this want- 
mutation process, the steady transformation of luxuries into 
conventional or felt necessities, as a surplus of real income ac- 
crues, seems to be given the leading place. One might remark 
that in view of the apparent present crisis of civilization, it is 
a little strange that our author does not consider what is to 
happen if real income on a large scale diminishes. When the 
income of an individual or group increases, these persons soon 
reach the limits of their original or previously felt wants, and 
are obliged to ape the consumption of the social classes above 
them. Naturally, the familiar instinct-categories are also em- 
ployed, partly for demarcating classes of elemental, minimum 
wants (but the author is little interested, as I have said, in 
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wants below the level of conventional necessities); and at 
times, as is usual in such expositions, there is a suggestion of 
circular reasoning. People conform generally to fashions and 
customs, for example, because of herd instinct; but why do 
they sometimes strike away from the beaten path? That is 
easy; we have an instinct for novelty too. But for the most 
part, the causal factors mentioned are fairly specific and inde- 
pendent. 

The book is clearly and pleasingly written; it gives abund- 
ant evidence of a sound groundwork of economic principles 
and of level-headed, original thinking. Its defects, as I have 
intimated, are the defects of its qualities. The author ad- 
dresses herself in the main to but one part (as I see it) of the 
economics of consumption — the problem of what factors are 
involved in forming our wants; and on this problem she has 
used only part of the possible methods and materials. Other 
students will weight much more heavily the long-run survival 
explanation made familiar by Carver, and will reject Miss 
Kyrk’s doctrine that the problem is solved whenever we 
satisfy ourselves as to the immediate causes of people’s think- 
ing or feeling that they must have this or that. Others will 
consider that such sociological generalities as are used in this 
essay take us a very little way into the principles of want- 
formation, as compared with inductive study in the market- 
place — the demand for Mah-Jong or what not — together 
with the kind of psychology which applied psychologists find 
uesful. 

Returning now to the question whether there is a real eco- 
nomics of consumption, let me suggest several other lines of 
inquiry which are plausible candidates for inclusion in such a 
general subject. (1) Detailed study of the reactions of con- 
sumption on production. The invisible hand, effects of waste- 
ful or luxurious consumption on capital accumulation, “un- 
der-consumption”’ as an alleged cause of business cycles, the 
standard of living in relation to population, are a few examples 
which show what large problems are to be considered along 
this line. (2) Reactions of productive methods on consump- 
tion. An example is the concept of “ psychic income” which is 
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found in producers’ surpluses; that is, whatever enjoyments 
people derive directly from the performance of their work or 
bargaining. (3) Analysis of wants, or utilities, in relation to 
supply and price; in other words, the theory of marginal util- 
ity. (4) Critiques of economic consumption, such as have 
followed in the wake of Morris and Ruskin. Such critiques 
may be from several points of view, and there may be enumer- 
ated, at the least, the following: technical (does the consumer 
get what he wants, or get it efficiently?); esthetic (are the 
goods which we want and buy substantial, or are they rub- 
bish?) ; and ethical (what wants are good, and how abundantly 
are good wants satisfied at present?). And (5) the art of con- 
sumption, regarded from either the individual or the social 
point of view, which naturally follows on such critiques. 

Miss Kyrk, of course, has touched on all these topics, but 
I should say quite inadequately; for example, after retailing 
various charges as to the alleged hedonism of marginal utility, 
she proceeds with her theory without trying to show where 
marginal utility comes into the story of consumption at all. 

The two inquiries last-mentioned (critiques and the art of 
consumption) are probably not to be included in economic 
theory in the strict sense, that is, in economics as a positive, 
explanatory science; but it seems to me that the other three 
(in addition to the problem of causation of wants) are quite 
clearly susceptible of scientific study, with a wealth of ma- 
terials at hand. All are necessary to a comprehensive eco- 
nomics of consumption. Miss Kyrk’s essay, then, is a real 
contribution toward such a comprehensive treatment, and 
is, moreover, a needed stimulus to further researches along 
many lines. 


Z. CuarRK DICKINSON. 


University oF MICHIGAN. 
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NOTES AND MEMORANDA 





AUTOMATIC SAVING AND THE RATE OF 
ACCUMULATION 


THAT a great deal of saving takes place for other reasons 
than the hope of receiving interest is now generally admitted 
by economic theorists. The present writer is not likely to un- 
derrate the importance of this fact, seeing that he was one of 
its first and most persistent expounders. Nevertheless, it 
seems that there is a hasty tendency to attribute to it social , 
consequences that do not logically follow from it. One of these 
hasty conclusions is that, if interest were taxed away, the 
rate of accumulation would not be greatly diminished.'! The 
conclusion is based upon two assumptions: first, that a large 
proportion of the actual savings is automatic; and second, 
that the taxing away of interest would not reduce, or not 
greatly reduce, automatic saving. With the first of these as- 
sumptions this note is not concerned. The second appears to 
be incorrect. 

There are at least two factors in saving: first, an income 
that makes it possible to save, and second, a disposition to 
save. However strong one’s disposition to save, one’s income 
may be too small to permit any saving; and, however great 
one’s income, if the disposition to save is entirely absent, 
there will be nothing saved. In this statement, only surplus 
income, not total income, is had in mind. Two persons with 
equal total incomes might have very different family expenses. 
In other words, necessary family expenses would be another 
factor. However great the disposition to save, a person with 
a fairly large income may have such heavy medical and hospi- 
tal expenses as to make saving impossible. Only surplus in- 


1. Cf. A. B. Wolfe, Savers’ Surplus and the Interest Rate, Quarterly Journal of 
Economics, July 1920. 
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come, over and above certain basic and unavoidable expenses, 
can count as a factor in saving. 

The belief that both surplus income and the disposition to 
save are factors in determining the amount of saving is sup- 
ported by the fact that many people with small incomes man- 
age to save something by keeping their living expenses down, 
and many with large incomes save nothing because they 
spend a great deal of money for things that are in no way 
necessary. Savers and non-savers cannot be distinguished on 
the basis of surplus incomes alone. If this alone determined 
saving, and the disposition to save had nothing to do with it, 
we should find that everyone with a surplus income above a 
certain sum actually saved, and that no one whose surplus in- 
come fell below that sum ever saved anything. 

If all savers and non-savers were separated into two distinct 
groups, and all the individuals in each group were ranged 
along a line in the order of their surplus incomes, we should 
find considerable overlapping, as illustrated by the following 


diagrams. 
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In diagram I, if we range the savers along the line ObX in 
the order of their incomes, and if we measure their incomes 
perpendicularly, the curve YaC may then represent the in- 
come curve of savers. Similarly, in diagram II, if we range 
the non-savers along the line 0’b’X’, the curve Y’a’C’ may 
then represent under the same interpretation, the income 
curve of the non-savers. We may eliminate from our con- 
sideration all those persons on the line 0’b’X’ who stand be- 
tween b’ and X’ as having incomes too small to permit of any 
saving. Those who stand between O’ and b’, however, have 
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incomes sufficient to permit them to save something, as shown 
by the fact that there are savers, those who stand between 6 
and X in diagram I, who actually save on the same incomes. 
If we compare the savers who stand between b and X in dia- 
gram I with the non-savers who stand between O’ and Db’ in 
diagram II, we find both groups to have comparable incomes. 
The difference which has made savers of one group and non- 
savers of the other, is not a difference of income but a differ- 
ence in the disposition to save. This seems to be a satisfactory 
method of isolating one of the two factors in saving with 
which we started. Hereafter let us refer to the two groups as 
bX and O’D’. 

Now suppose that all saving were automatic and none of 
it induced by a calculated desire to receive interest. What 
would be the effect of taxing away interest? It would not 
affect the incomes of the non-savers of group 0’b’. Certainly 
the absence of interest would not create a disposition to save 
where no such disposition existed when interest could be had. 
Therefore, wé may assume that group 0’b’ would remain non- 
savers, as they were before. But how would it affect the sav- 
ings of group bX? The first year, before they had saved any- 
thing, their incomes would, of course, not include any interest; 
but if they had time to accumulate something and to receive 
interest, their incomes would be made up in part of interest on 
past accumulations. To tax interest away would then have 
the effect of reducing their incomes, thus reducing their capa- 
city to save. Even if the loss of interest did not in any way 
affect the disposition to save, the diminution of the other fac- 
tors, namely, the capacity to save, would reduce the total 
savings. Therefore, even if all saving were automatic, the 
taxing away of interest would still reduce the rate of accumu- 
lation. 

Another possibility remains, however, namely, that the 
money raised by taxing away the interest of the savers might 
be given indirectly to the non-savers. This might come about 
by exempting them from taxation, thus adding to their net in- 
comes, or by providing them with utilities of various kinds at 
public expense, thus adding to their non-material incomes if 
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not to their material incomes. Either process would un- 
doubtedly add to their ability to save. Would this result in as 
much saving by those who were formerly non-savers as it 
would reduce the savings of those who were formerly savers? 
First, let us consider the two groups bX and O0’b’. With com- 
parable incomes, the former showed a disposition to save and 
the latter did not. The chief difference between them was this 
difference in disposition. Is it likely that, with this difference 
of disposition, if money is taken away from those who have 
the disposition to save and given to those who have it not, as 
much will be saved as before the transfer was made? It does 
not seem probable. Again we must conclude that, so far as 
the groups bX and O’b’ are concerned, the taxing away of in- 
terest would mean a net reduction of automatic saving. 

We have still to consider the effect on the remaining groups, 
that is, group Ob of the savers and group b’X’ of the non- 
savers. The former find it easy to save because they have 
such large incomes, and the latter find it difficult or impos- 
sible because they have such small incomes. A large part of 
the large incomes of group Ob is made up of interest. If in- 
terest is taxed away, they will certainly save less than they 
did before. Unless the money thus raised is spent in such a 
way as to increase the incomes, pecuniary or non-pecuniary, 
of group b’X’, there will be no increase here to balance the de- 
crease of saving on the part of group Ob. If it is so expended, 
there will be some increase of saving on the part of group 
b’X’. Will it be enough to compensate for the loss of savings 
on the part of group Ob? Possibly. But even tho the loss and 
the gain in these two cases exactly balanced, there would still 
be a net loss due to the results of taking from group bX and 
giving to group O’b’ as shown above. 

How can we decide as to the probable result of taking a 
part of the income of all savers and giving it to all non- 
savers? We might start with the assumption that the disposi- 
tion to save is exactly equal in all individuals, and that the 
only reason why some save and others do not is the difference 
in surplus income; or that every person with a surplus in- 
come out of which savings might be made will save in exact 
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proportion to that surplus income, there being no difference in 
disposition to disturb the proportions. In that case, a part of 
all large incomes might be taken away and given to those hav- 
ing small ones, without affecting the total savings. If it left 
the same sum of total incomes for all classes, the same propor- 
tion might be saved as before the redistribution. Those who 
received the additions to income having exactly the same dis- 
position to save as those who suffered the subtractions, the 
former might increase their savings exactly as much as the 
latter would decrease theirs. But if we deny this assumption 
and agree that the disposition to save is also a factor, then it 
must follow that, if we tax away all the interest of the savers 
and give it to the non-savers, some of the money thus trans- 
ferred will be taken from those who had the disposition to 
save and given to those who did not have it. We should re- 
duce the power to save on the part of those who had the dis- 
position to save, and correspondingly increase the power of 
some to save, who showed no disposition to save. 

In so far, of course, as the hope of future interest is an in- 
ducement to save, destroying that hope by taxation would 
also further reduce saving; but that is another story. We are 
here concerned with the effect of taxing away past interest, 
leaving the question of the hope of future interest for someone 
else. 


T. N. Carver. 


HARVARD UNIVERSITY. 
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AMERICA’S NEW COMMERCIAL POLICY AS 
ILLUSTRATED BY OUR COMMERCIAL RELA- 
TIONS WITH BRAZIL 


For almost twenty years prior to January 1, 1923, the 
Government of Brazil granted to imports from the United 
States tariff preferences on a limited list of articles. These 
preferences were the sole surviving remnant of the bargaining 
policy embodied in Section 3 of the Tariff Act of 1890 and the 
second part of Section 3 of the Tariff Act of 1897.! They were 
obtained at first by threats to impose upon Brazil coffee the 
penalty duty provided for in Section 3 of the Tariff Act of 
1897. 

The United States Tariff Commission, in its Report of 1918, 
after considering our commercial relations with Brazil and 
other bargaining experiences of the United States, recom- 
mended against the policy of seeking special or exclusive con- 
cessions either by penalty duties or by concessions in our 
tariff rates, and recommended a policy of equality of treat- 
ment in commercial relations. In speaking of the Brazilian 
arrangement the Commission said: “Only one commercial 
arrangement of the United States now in effect can be said to 
be inconsistent with the general principle [of equality of 
treatment], namely, that with Brazil. And this rests, not 
upon a treaty to which the United States is formally a party, 
but upon legislative and administrative measures of Brazil.” 

The general policy of seeking special or exclusive conces- 
sions for American commerce was rejected by Congress when 
it enacted Section 2 of the Tariff Act of 1909; it was recon- 
sidered and again rejected during the discussion of the Tariff 
Act of 1922. Section 317 of Title III of the Act of 1922 fol- 
lows the precedent established by the maximum and mini- 
mum provision of the Act of 1909, which, in the words of the 
conferees who finally shaped the Act of 1922, “had for its pur- 


1. United States Tariff Commission Report on Reciprocity and Commercial Treaties, 
p. 285. 
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pose the obtaining of equality of treatment for American over- 
seas commerce.” The conferees stated also that they had re- 
jected Sections 301 and 303 of the House bill, which had pro- 
vided “for special negotiations whereby exclusive concessions 
may be given in the American tariff in return for special con- 
cessions from foreign countries.” Under Section 317 as 
adopted the conferees said that “the United States offers un- 
der its tariff equality of treatment to all nations and at the 
same time insists that foreign nations grant to our external 
commerce equality of treatment.” Congress thus rejected a 
provision the language of which was practically identical with 
that of the provision in the Tariff Act of 1897, under which 
Brazil was forced to grant us preferences. By both provisions 
penalties were to fall on countries whose rates the President 
deemed to be “reciprocally unequal and unreasonable.” 

In 1922 the United States received in Brazil reductions of 
30 per cent on wheat flour, and 20 per cent on the following 
articles: condensed milk, rubber articles as per Article 1033 
of the tariff, clocks, dyes as per Article 173 of the tariff 
(excepting writing or printing inks), varnishes, typewriting 
machines, refrigerators, pianos, balances, windmills, cement, 
corsets, dried fruits, school supplies and writing desks. On 
September 1, 1920, there went into effect in favor of Belgian 
products imported into Brazil a preferential reduction of 20 
per cent of the duty on the following articles: scales, refrig- 
erators, cement, corsets, rubber manufactures covered by 
Tariff no. 1033, pianos, paints, inks other than writing ink, 
and varnishes. 

Under the Brazilian law preferences in tariff rates had to be 
granted annually, and it was the practice of the American 
diplomatic representative at Rio de Janeiro to request for- 
mally each year the renewal of preferences to American 
trade. This practice had become more or less a matter of 
course. However, after the enactment of the Tariff Act of 
1922 the question was raised whether the request for special 
privileges in the Brazilian market was consistent with the 
declared commercial policy of the United States. Since Sec- 
tion 317 provides for the imposition of additional duties upon 
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the products of any country which places American commerce 
at a disadvantage with the commerce of any third state, it 
seems inconsistent for us to ask a foreign country to grant to 
us such concessions as might, if granted to a third state, bring 
into operation the penalty provisions of our law. 

After considering the problem the Department of State in- 
structed our Embassy at Rio not to request special prefer- 
ences for American commerce, but to ask only for uncondi- 
tional most-favored-nation treatment. The result has been 
that since January 1, 1923 the United States has not enjoyed 
any preferential position in the Brazilian market. 

The withdrawal of the preferences to American goods may 
have affected adversely the export trade of a few American 
concerns, but from a national standpoint the loss was neg- 
ligible. Flour, which enjoyed in the Brazilian market the 
largest preference, was “no longer able to compete with the 
Argentine product except in the extreme northern states.” ? 
Other American products, chiefly specialties, have apparently 
not been greatly affected by the withdrawal of the preferences. 

The issue, however, was a larger one than the market in any 
particular country for a few million dollars’ worth of mer- 
chandise. Our refraining from requesting a renewal of these 
preferences undoubtedly enhanced the prestige of the United 
States throughout South America. For a number of years the 
Brazilians conceded these preferences only because we threat- 
ened to injure their commerce, particularly their commerce in 
coffee. The seeking of special privileges with a club was 
deeply resented, even if later it was accepted more or less as 
a matter of course. Furthermore, Argentina resented the 
granting of preferences on American flour. The advantages 
which will follow in our political and commercial relations 
from the application of the policy of equality of treatment in 
Brazil will far outweigh any national gain which did accrue 
from small reductions on a number of items in the tariff of 
Brazil. 

The Brazilian preferences were a remnant of a policy which 
has been discredited by the investigations of the Tariff Com- 


2. United States Commerce Reports, September 26, 1921, p. 246. 
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mission and twice rejected by Congress. They afforded cer- 
tain narrow and immediate advantages, but they were in con- 
flict with our present policy, which offers larger political and 
commercial advantages in the long run. The conflict between 
the two policies is immediate; for the Department of State is 
at the present time negotiating new commercial treaties with 
various foreign countries, and inconsistency between the pro- 
posed relations and our relations with Brazil would hamper 
these negotiations. Through the abandonment of our pre- 
ferential position in Brazil we may have sacrificed certain im- 
mediate and small interests, but these sacrifices are not so 
large as they would have been some years ago, and such aban- 
donment is necessary if the United States is to adhere to its 
declared principles and carry out a consistent policy. 

The immediate result of the American Government’s 
refusal to request a renewal of the Brazilian preferential 
arrangement was an exchange of identic notes between 
Mr. Hughes, Secretary of State, and the Brazilian Ambassa- 
dor in Washington, dated October 18, 1923. The American 
note read: 


Excre tency. I have the honor to communicate to Your Excel- 
lency my understanding of the views developed by the conversations 
which have recently taken place between the Governments of the 
United States and Brazil at Washington and Rio de Janeiro with 
reference to the treatment which shall be accorded by each country 
to the commerce of the other. 

The conversations between the two Governments have disclosed a 
mutual understanding wt ich is that in respect to customs and other 
duties and charges affecting importations of the products and manu- 
factures of the United States into Brazil and of Brazil into the 
United States, each country will accord to the other unconditional 
most-favored-nation treatment, with the exception, however, of the 
special treatment which the United States accords or hereafter may 
accord to Cuba, and of the commerce between the United States and 
its dependencies and the Panama Canal Zone. 

The true meaning and effect of this engagement is that, excepting 
only the special arrangements mentioned in the preceding para- 
graph, the natural, agricultural, and manufactured products of the 
United States and Brazil will pay on their importation into the other 
country the lowest rates of duty collectible at the time of such im- 
portation on articles of the same kind when imported from any other 
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country; and it is understood that, with the above-mentioned ex- 
ceptions, every decrease of duty now accorded or which hereafter 
may be accorded by the United States or Brazil by law, proclama- 
tion, decree, or commercial treaty or agreement, to the products of 
any third power will become immediately applicable without request 
and without compensation to the products of Brazil and the United 
States, respectively, on their importation into the other country. 

It is the purpose of the United States and Brazil and it is herein 
expressly declared that the provisions of this arrangement shall re- 
late only to duties and charges affecting importations of merchan- 
dise, and that nothing contained herein shall be construed to restrict 
the right of the United States and Brazil to impose, on such terms as 
they may see fit, prohibitions or restrictions of a sanitary character 
designed to protect human, animal, or plant life, or regulations for 
the enforcement of police or revenue laws. 

I shall be glad to have your confirmation of the accord thus 
reached. 

Accept, Excellency, etc., etc., etc., 

(Signed) CHartes E. Huaaes. 
His ExcE..ENcy, 
Mr. Aucusto CocHRANE DE ALENCAR, 
Ambassador of Brazil. 


Three observations may be made upon these notes: 

(a) The existing reciprocity treaty with Cuba is reserved 
from the operation of the unconditional most-favored-nation 
principle. This agreement rests on special relations and may 
be regarded as a justifiable exception to the most-favored- 
nation principle, even in its unconditional form. 

(b) The notes, furthermore, reserve existing commercial 
arrangements between the United States and its dependen- 
cies. Under the practice of nations with respect to the most- 
favored-nation clause this reservation was unnecessary. 
Commercial arrangements between a mother country and her 
colonies have always been regarded, in the absence of explicit 
stipulations to the contrary, as outside the most-favored- 
nation principle, whether in its conditional or unconditional 
form. They bear relation rather to the open-door principle 
and may be called up in any consideration by nations of their 
colonial tariff policies.* 


3. This subject is discussed at large in the Report of the United States Tariff Com- 
mission on Colonial Tariff Policies, 1922. 
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(c) The United States and Brazil establish the uncondi- 
tional most-favored-nation principle as the basis of their com- 
mercial relations. For the United States this is an affirmative 
declaration of a policy which has in practice guided our com- 
mercial relations with other states since 1909, when Congress 
enacted Section 2 of the Tariff Act of that year. During this 
period the United States has held nominally and passively to 
the conditional most-favored-nation principle which it had 
maintained for so long a period in the past. That principle 
implies an active policy of bargaining for concessions, defi- 
nitely abandoned by Congress in its recent legislation. Ad- 
vantages have come to the United States in commercial 
relations simply because we have not carried out the condi- 
tional most-favored-nation principle to its logical conclusion. 
To carry it out now in this way would involve us in incon- 
sistencies, create discriminations, and result in retaliation. 
The large view of our commercial relations is represented by 
the adoption of the unconditional most-favored-nation policy. 

The Brazilian incident typifies the new commercial policy of 
the United States. The Department of State has authori- 
tatively announced that it will revise our old commercial 
treaties and negotiate new commercial treaties on the basis of 
the unconditional most-favored-national principle. 


W. S. CuLBERTSON. 
Unitep Srates Tarirr ComMMISssIoN, 
WASHINGTON. 
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